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CHANGE OF EDITOR 


WITH this issue the editorship of The World Today passes from 
the hands of Mr Hugh Latimer on his retirement. He became 
Editor of the Bulletin of International News in 1927, shortly after 
its inception, and continued as Editor when in 1945 The World 
Today and its supplementary Chronology succeeded the Bulletin. 

For twenty-one years Mr Latimer has thus been responsible for 
one of the Institute’s principal publications. During most of this 
time, in addition to editing the periodical and writing many of the 
articles, he himself compiled the daily chronology of events, pro- 
ducing a record remarkable alike for its accuracy and its com- 
prehensiveness. 

The Council of the Royal Institute of International Affairs takes 
this opportunity of recording its deep gratitude to Mr Latimer. 
They realize that the Institute has been extremely fortunate in 
having the benefit of his wide knowledge and sound judgment over 
this long period. These qualities were never of greater value than 
during the difficult days of the war, when he was faced with a 
vastly increased mass of news requiring the most careful sifting 
and selection. 

The new Editor of The World Today is Mr John Bowle. His 
work as Lecturer and Tutor in Modern History at Wadham 
College, Oxford, and his published works, give him a background 


which will enable him to maintain the standard set by his pre- 
decessor. 


NOTES OF THE MONTH 


Chinese Crisis 


“TO regain and maintain the confidence of the people, the 
Central Government will have to put into effect immediately 
drastic and far-reaching political and economic reforms... . It 
should be accepted that military force in itself will not eliminate 
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Communism.’ Nothing need be added to this statement by 
General Wedemeyer of 24 August 1947 in explanation of the 
failure of the Kuomintang régime, except to remark that little or 
no reform has since taken place. It is not necessary to explain the 
Chinese Communist successes by reference to Russian aid: they 
have not needed such aid and, apart from a legacy of Japanese 
arms in Manchuria, they have not had it. The aid has all come 
from the United States, and, because of the habit of the ill-paid 
and apathetic Kuomintang troops of selling, or surrendering with, 
their arms, it has gone to both sides. The United States has 
secured little in return but to be generally and cordially disliked, 
and the whole episode has pointed once again both the particular 
dangers inherent in becoming involved in China, and the general 
dangers inherent in supporting any such régime. 

‘Has not the history of these thirty-one years proved the utter 
hypocrisy and complete bankruptcy of all those who are satisfied 
neither with imperialism nor with the Soviet Union, of all those 
so-called ‘“‘middle road” or “third force” attempts to stand be- 
tween the imperialists’ counter-revolutionary front and the 
people’s revolutionary fighting front against imperialism and its 
running dogs in various countries?” Again comment is superfluous: 
the writer is Mao Tse-tung; the date 6 November 1948. The 
Communist leaders have in the past modified their policies to suit 
their political convenience, but they remain full-blooded Marxists, 
and the best that can be hoped of them isa deviation on Titoist lines. 

What then can be saved from the wreck? It has first to be said 
that developments in China are seldom rapid. ‘The Communists 
have extended themselves in order to try to frighten the Kuomin- 
tang into abandoning the struggle and running with their loot, 
or to disgust the United States into writing China off. They would 
certainly like to press on into South China but will probably have 
to stop to digest the North China plain. In the second place, the 
Communists must secure the support of the small class of admini- 
strators and technicians in order to run the great cities they have 
now for the first time acquired. They will no doubt set up a 
‘Coalition’ Government, but there is no evidence that they will win 
the support of this class if there is any acceptable alternative. 

If further foreign aid there is to be, therefore, it is to be hoped 
that it will primarily be directed towards the establishment and 
support of a liberal civilian Government in South China with a 
genuine chance of popular support. The inept régime which has so 
long ruled China may now be forced to relinquish power to those 
who understand the need for rapid and vigorous reforms. Sun Fo, 
a weak politician, can hardly have the powers of leadership or of 
understanding required. T. V. Soong seems to have been carrying 
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NOTES OF THE MONTH 3 


through reforms in South China during the past year with vigour 
and not a little success, but is probably too closely linked in the 
public mind with the old régime to have much chance of popular 
support. There are, however other men, both liberal and able, who 
would undoubtedly undertake the task if the Government of 
China could once be rid of the old incubus. This the present crisis 
may achieve. 


The French Budget 


Nobody who squarely faces French financial problems can avoid 
being seized by a sense of helpless frustration. Here is a country 
far better placed than Great Britain on the fundamental question of 
population. Here, one feels, is a country where little would be 
needed to put things right, yet that little so far has been lacking, 
and it is with a certain scepticism, a scepticism reflected in the 
steady rise of gold and of the foreign currencies on the black 
market, that the French are watching the efforts of the Queuille 
Government to get a balanced Budget voted by the end of 1948. 
The Budget submitted to the French Assembly assesses ordinary 
expenditure at around francs 1,280 milliard, and extraordinary 
expenditure for reconstruction and re-equipment at some francs 
620 milliard, thus making a total of approximately francs 1,900 
milliard. Extraordinary expenditure is to be covered by the 
counterpart in francs of Marshall Aid, an exceptional increase in 
taxation, and the issue of a loan coupled with a fiscal amnesty for 
the subscriber; in other words, no questions asked as to where the 
money comes from. 

The procedure which, at the request of the Government, the 
French Chamber has decided to adopt for the discussion of the 
Budget is exceptional but by no means new. It must be remem- 
bered that before the war the Budget had more than once not been 
voted by 31 December. When the delay was of only a few hours or 
days they would stop the clocks at the Palais Bourbon at midnight 
on 31 December until final approval had been reached, and the 
Budget would then be published in the Fournal Officiel appearing 
in the first days of January but bearing the date of the rst. More 
often Parliament would vote one or several ‘Douziémes Provisoires’ 
allowing expenditure to run for one, two, or three months at the 
rate of the previous Budget. These harmful practices have since 
the war grown to such an extent that the final Budget for 1948 was 
only voted last August. 

To avoid these delays, the Budget was already once before the 
war voted by ‘Ministry’, that is to say that instead of examining, 
discussing, and voting separately each Chapter of every Ministry’s 
Budget (and they run to several hundreds), the Budget of each 
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Ministry would be voted and discussed as a whole. Such is the 
procedure which the French Assembly has decided to follow for 
the voting of the 1949 Budget. 

Simultaneously with the Budget the Assembly are examining 
the fiscal reform which the Government had to table before the 
Assembly in execution of a law passed under the short-lived 
Reynaud Cabinet. The Government has power to carry out this 
reform by decree should Parliament fail to pass it by 31 December. 
This is as important as the Budget itself, since to balance the 
ordinary Budget and finance part of the extraordinary Budget the 
fiscal resources in their present state are quite inadequate and new 
ones must be found. 

There is indeed nothing revolutionary about this fiscal reform. 
Without going into technicalities, one can say that it alleviates the 
rate of direct taxation whilst at the same time spreading its field 
of application. It also aims at increasing the control by abolishing 
some taxes whose yield was very small and the collection of which 
kept a number of tax inspectors busy. 

Curiously enough, while in its Fiscal Reform Bill the French 
Government alleviates direct taxation, it at the same time in- 
creases these taxes in the Finance Bill. The official explanation 
given for this is that the fiscal reform is of a permanent nature, 
whilst the proposed increase in taxes is exceptional and intended to 
finance part of the extraordinary Budget (which covers non- 
recurring expenditure). However, many French commentators 
have been quick to point out that this was a mere trick designed 
to coat with sugar the bitter pill of increased taxation which the 
French public must now swallow. 

At the time of writing, the finance committee of the Assembly 
has already badly mauled the Government’s proposal. It has 
rejected the Government’s proposal of fiscal amnesty for eventual 
subscribers to the loan, thereby depriving it of its only chance of 
success. It has also rejected the proposal to raise all taxes by 10 
per cent but adopted an amendment imposing a 20 per cent tax on 
production. This reduces the estimated tax return by francs 
55 milliard, and the committee expects the Government to bridge 
the gap by further economies. 

Here the Government may be expected to run into further 
trouble, for in the debate in the Assembly the Right Wing parties 
will insist that these economies be realized on civil expenditure, 
whereas Communists and Socialists will insist on reducing military 
expenditure. The Government claims that the restriction of 
military expenditure to francs 350 milliard represents a real effort 
at economy in comparison with last year’s figures. 

No comment need be made on the Communists’ objections to 
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military expenditure; as for the Socialists, their rank and file have 
not yet grown out of their sentimental anti-militarism of past years. 
Moreover, on purely political tactical grounds, military expendi- 
ture is the only one in which they can advocate cuts without run- 
ning the risk of losing the votes of some of their supporters. 

Such are the difficulties which Monsieur Queuille is facing. To 
establish the French Budget on a sound basis two problems must 
be solved, one being the very large scale tax evasions, and the other 
arising from the fact that taxes are largely paid by the wage 
earners and industrialists in a country where 45 per cent of the 
population are peasants and farmers. 

Despite the claim by General de Gaulle that the present French 
Assembly no longer represents the country, it still represents it 
very well, at any rate in one respect. Every Frenchman agrees that 
the present state of affairs cannot continue, that the widespread 
tax evasion must cease, and that there must be a more equitable 
sharing of the fiscal load, and every Frenchman thinks that his 
neighbour should start setting an example by paying his taxes. 


Meat from the Argentine 


Sefior Miranda, who as President of the National Economic 
Council controls Argentina’s economic policy, is expected shortly 
in London. He will come to negotiate a new agreement with Great 
Britain to replace the Andes Agreement signed on 12 February 
1948 and due to end on 31 March of this year. By the terms of that 
agreement Britain was to receive 420,000 tons of meat besides 
other goods, such as coarse grains, fats, and oils, to the value of 
about {110 million. The agreement provided for this sum to be 
offset against the payment by Argentina of the purchase price of 
£150 million for the British-owned Argentine railways. Further, 
it was agreed that the British Government would facilitate exports 
te Argentina of goods such as coal, steel, tin-plate, metals, chemic- 
als, machinery, and petroleum products, while the Argentine 
would permit the entry of certain other British goods previously 
either restricted or prohibited. 

The Andes agreement was concluded only after long and very 
hard bargaining. That Argentina not only drives a hard bargain, 
but is likely at her convenience to ignore the bargain made, may 
be seen from the following illustration. Some four months after 
the conclusion of the Andes Agreement, in which there had been no 
mention of meat by-products, such as horns and hooves, Argentina 
insisted that Britain should take her share of these waste products. 
This insistence took various ingenious forms which may be 
regarded as the stock in trade of totalitarian countries. British 
firms were refused permission to remit profits to the United 
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Kingdom; deliveries of meat to Great Britain were delayed; 
permits for certain imports from the United Kingdom to Argen- 
tina, which should under the Andes Agreement, have been auto- 
matically granted by Argentina, became even more difficult to 
obtain. By thie end of July Great Britain gave in and agreed to take 
the meat by-products. This is not an isolated instance, but merely 
an illustration of the difficulties which Great Britain has encoun- 
tered in her dealings with Argentina. Nor is Great Britain the 
only country to be treated by Argentina in this way. Switzerland, 
for example, has had somewhat similar experiences. 

But Argentina too has her difficulties. Costs of meat production 
have risen steeply. Rapidly increasing industrialization, given 
further stimulus under her Five-Year Plan, has brought a drift 
of labour from the country to the towns. Wages have doubled in 
the last three years and extensive welfare schemes have added to 
labour costs. The price of Argentine meat, which has already 
more than doubled since 1946, is likely to rise still further. The 
Argentine Minister of Agriculture in the autumn of 1948 promised 
producers that any foreign country wishing to conclude an agree- 
ment for the purchase of Argentina’s meat would have to pay a 
‘proper’ price. Some 70 per cent of all Argentine meat produced 
is now consumed at home, a trend which has been officially 
encouraged. In seeking a market for the remaining 30 per cent, 
Argentina’s first consideration is to obtain in exchange the goods 
she most needs to implement her Five-Year Plan. Most of these 
goods are obtainable only from the United States, and Argentina is 
at present suffering from an acute shortage of foreign exchange, 
particularly U.S. dollars. Although limited purchases of Argentine 
meat were made by the U.S. Army during 1948, the European 
Co-operation Administration failed to place the orders for grain 
on which Argentina had counted to secure substantial dollar 
reserves. She has, therefore, been forced to look to other, if 
secondary, sources for her requirements, and to this extent may in 
the end prove more amenable than she would otherwise have been. 

Britain can supply some of Argentina’s essential needs, such as 
coal, petroleum products, and certain types of machinery. These 
are Britain’s weapons in the coming duel. Her Achilles heel is her 
dependence on Argentina for more than a quarter of all carcass 
meat at present consumed here annually. Although Britain may be 
hoping to increase imports from alternative sources in the future, 
none appear to be immediately available. Such, then, are some of 
the principal factors in the forthcoming negotiations, in which 
examples of Argentine tactics may perhaps already be seen in the 
delay in meat deliveries and the frequent postponement of Seftor 
Miranda’s arrival. 














RUMANIAN OIL 
NATIONALIZATION AND FOREIGN INTERESTS 


By a law passed on 11 June 1948 the Rumanian Parliament 
nationalized all the private industrial, mining, transport, 
and other undertakings of the country. Consequently, the petro- 
leum companies have been taken over by the Government. A 
special fund is to be formed so that compensation can be paid in 
bonds out of the net profit of the nationalized industries. From 
now on, the Rumanian oil industry is under the care of three great 
regional departments of the Ministry of Mines and Petroleum 
which correspond to the three geographical regions of Rumania in 
which oil was, is, or is to be found: Muntenia, Moldavia, and 
Transylvania. As regards foreign trade, another State organization, 
Petrolexport, was given an export monopoly of oil and its deriva- 
tives and an import monopoly of the raw materials and chemicals 
for all industries. Lastly, a similar monopolistic State-organization, 
Competrol, was given the control and distribution of home con- 
sumption. Thus the functioning of the Rumanian oil industry, 
from its drilling to its sale, has been placed under the State’s 
control. Nationalization has been achieved on paper, and the Com- 
munist Government claims to have reached its ideological goal. 

In reality, the word ‘nationalization’ is, as will be seen, peculiarly 
ill-chosen. The unprecedented situation to which it gave rise, 
intriguing from an economic and political point of view, can best be 
examined in the light of a short survey of the history of Rumanian 
oil in the last few years. 

During the war the oil industry suffered both from Allied 
bombing and from the intensive exploitation of the Germans. The 
bombing had disastrous effects upon the refineries, partly destroy- 
ing the greatest of them; but bombing could hardly affect the oil- 
wells even when situated as close together as they are in the 
Prahova Valley. Therefore, while refineries were threatened by air 
attacks on their buildings and installations, the greatest danger to 
crude oil production lay in the wasteful and too rapid exploitation 
of the sub-soil demanded by the German Command. It must be 
remembered also that Rumania’s production of crude oil in recent 
years was constantly declining and that the only way to preserve 
her partly exhausted fields would have been to deal carefully with 
the wells already under exploitation and at the same time to 
extend the area under exploitation by prospecting. Oil production 
in Rumania began in 1857, and the total amount extracted up to 
date is approximately 130,000,000 tons. Annual production 
increased from 1,848,000 tons in 1913 to 3,244,000 in 1926, 
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reaching the peak figure of 8,700,000 in 1936, after which pro- 
duction declined to 6,810,000 tons in 1938, falling in 1940 to 
5,810,000 tons and in 1947 to 3,810,000 tons. 

Natural exhaustion of the sub-soil and wasteful methods of ex- 
ploitation both played their part in the decline of this, the only im- 
portant non-Russian European source of oil. The most optimistic 
valuation of the reserves of oil under exploitation, according to the 
younger school of Rumanian geologists, is 20,000,000 tons, but 
there are grounds for hoping that, in unprospected regions, there 
are even greater reserves. ‘The region at present under exploitation 
—geographically situated between the Jalomitza valley and the 
Buzeu valley—represents only 500,000 hectares, compared with 
the 2,000,000 hectares which Rumanian geologists consider 
worthy of exploration. The Rumanian Association of Industrialists 
has repeatedly proposed that the area near the Hungarian frontier, 
Semlac-V4rtosul, be opened for exploration. During the war, 
however, the Germans did not allow any extension of existing 
fields and asked companies to concentrate upon intensive exploi- 
tation. To do this they had to close the less fruitful wells, which 
cannot now be re-opened, and drill wastefully the richer ones, 
which should only have been systematically emptied. 

On 23 August 1944 King Michael, with the help of the National 
Opposition led by Juliu Maniu and Constantin Bratianu, declared 
war on Germany. On 12 September an armistice was signed by 
Rumanian delegates in Moscow with the representatives of the 
three Allied Powers. It is too often forgotten that, from the offer 
of an armistice made by M. Molotov to Rumania in April 1944 
until the ratification of the Peace Treaty in October 1947, all 
relations between Rumania and the victors were based on a formal 
equality with all three of them. It was therefore hoped that in the 
case of the oil industry a normal situation would develop in which 
the under-equipped industry would be able, by providing an oil- 
starved Western Europe with petroleum products, to purchase 
the necessary new machinery and equipment. Russia’s attitude 
was still unknown, but as she owned no shares in any Rumanian 
company and was herself a large producer of oil, it was hoped that, 
with certain reserves and under certain conditions, she would allow 
the natural complementary relationship between oil-importing 
Western Europe and the under-capitalized Rumanian oil industry 
to be resumed. In 1937, for example, the exports of Rumanian 
petroleum products were completely absorbed by Western Europe, 
in which the United Kingdom, with Malta, headed the list, 
followed by France, Italy, Germany, and Czechoslovakia, and the 
capital investments in Rumania of Britain, America, France, 
Holland, and Belgium reached the total of £100,000,000. 
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During September 1944 Russian troops, taking advantage of 
the cease-fire, were being rushed through Rumania to Hungary 
and Bulgaria, and the oil-fields consequently came under their 
control. When representatives of the other two Powers asked the 
representatives of the Red Army for permits to inspect the oil- 
fields, they were fobbed off with excuses, or refused outright. 
Behind the curtain of troops the Soviet authorities were hastily 
removing enormous quantities of pipes and drilling material, 
indispensable for the continuation of drilling, under the pretext 
that this was war-booty. Western public opinion first became 
aware of this on 2 December 1944, when Mr Eden declared that 
he had ‘received a complaint about removal of some of the 
machinery’, and on 6 December when he referred to ‘the removal 
by Soviet authorities of certain equipment, such as pipes . . . the 
property of Rumanian companies in which British capital is 
heavily invested’. On 28 December the New York Times stated 
that President Roosevelt himself had summoned Mr Averell 
Harriman to take the matter up in Moscow. So began both the 
promised collaboration of a new Rumania with the Allies and the 
collaboration of those Powers themselves in one of the most 
important economic sectors of liberated Europe. 

Looking back on the last four years one cannot assert that, from 
the beginning, the Soviet Government held to a definite or single 
line about the Rumanian oil industry. Two phases can be dis- 
tinguished. The first was marked by a certain hesitancy, while 
the second can certainly be considered as a series of steps in a pre- 
determined programme to be applied gradually. The first phase 
lasted until the Russian Government had, in general, decided upon 
Rumania’s fate, and had assured themselves that they ran little 
risk in eliminating the Western Powers from that country—that is, 
until January 1945, when it became clear through the behaviour of 
both the Russian officials and the Communist Party that the 
installation of a puppet Government by M. Vyshinsky, which 
took place on 6 March 1945, had already been decided on. ‘Those 
who, like the author, had to approach Russian officials on Ru- 
manian economic problems received the impression that orders 
had been given to collect the biggest profits in the shortest time; 
indeed, their lack of comprehension and of elementary care of the 
exhausted economy of a little country seemed to point to the fact 
that they looked neither towards collaboration nor to any long- 
term economic policy. Their dealings with the oil industry are a 
typical example. They not only took legally and illegally all the 
available stocks of crude oil and products (in one year 12 Septem- 
ber 1944 to 12 September 1945, 3,025,000 tons were placed 
legally at the disposal of the U.S.S.R.), refusing to allow any 
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export to countries from which technical equipment could have 
been imported, but they carried off large quantities of drill-pipes 
from companies’ reserves and sometimes dismantled working 
installations. In 1944 the Rumanian oil industry surrendered to 
Russia as much as 51,000 tons of material, mainly drilling equip- 
ment. This was a heavy blow to production. During the war the 
industry had already been bled white through scarcity of materials, 
and through the impossibility of bringing in new machinery and 
equipment, annual imports of which had before the war averaged 
30,000 to 40,000 tons for the oil industry. Without new technical 
equipment no new programme could be started, and through 
being deprived of its normal reserves the sorely-tried industry 
became paralysed. Indeed, the figure for 1944 fell by almost 33 per 
cent to 3,500,000 tons, while drilling operations fell to 144,000 
metres. The argument that Russia decided upon this course 
because of the needs of her own oil-fields does not appear to hold 
water. When, a year later, Russia undertook to provide the new 
Soviet-Rumanian company with equipment, part of the stocks 
taken in 1944 reappeared. Thus, it does seem that orders were 
given to carry off from Rumania as much as possible as quickly as 
possible. 

On 19 January 1945 a commercial agreement for one year was 
signed between Rumania and the U.S.S.R. This agreement under- 
took to reserve for Russia all available quantities of oil and petro- 
leum products. Later, a pipe-line from Ploesti to Odessa was 
installed with the pipes of the former German line from Ploesti to 
the Iron Gates. As under the armistice treaty the petroleum in- 
dustry was already committed to contributing over 1,700,000 tons 
of petroleum products annually for six years as part of Rumania’s 
reparation payments—this calculated in world prices before 1939 
—the remaining exports were gathered in through the commercial 
agreement. A Rumanian commercial delegation which was 
negotiating in Ankara was brusquely recalled through the Soviet 
Embassy there. It was understood that even the meagre quota for 
Turkey would be refused. Since then Rumanian trade has been 
limited to those countries controlled by the Red Army, despite the 
fact that only outside that sphere could the necessary industrial 
equipment be found. Rumania’s absorption into an exclusive com- 
mercial circle with Russia demonstrated its absurdity from the be- 
ginning. Although on a far greater scale, Russia’s exports consist of 
the same items as Rumania’s, and proportionately they have the 
same need of Western industrial supplies. In 1947 Russia’s produc- 
tion of petroleum was 27 million tons. For 1948 the five-year plan 
scheduled 31 million tons. In the trade agreements concluded or 
negotiated with Sweden, Denmark, Finland, Switzerland, and 
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Egypt deliveries of petroleum products by Russia were promised. 
The 2,000 to 2,500 million tons eventually available from Rumania 
were unnecessarily diverted from the European market by Russia. 
Indeed, as the New York Herald Tribune of 24 June 1945 pointed 
out, ‘In the long run, the absorption of Rumania’s oil by Russia 
may turn to the advantage of American and British interests. 
Rumania’s oil is the only substantial reserve of natural oil in 
Europe, outside Russia, and the European market still remains the 
greatest oil-market in the world’. 

Then came the second phase. After M. Vyshinsky’s coup 
d’ état_of 6 March 1945 by which the last free Rumanian Govern- 
ment was dismissed, a puppet-Communist one was set up. One of 
its most important tasks was to ensure Rumania’s economic 
absorption by the U.S.S.R. A long-term economic agreement, 
similar to those signed by the Nazi Government with the same 
satellite countries, was concluded by the Rumanian plenipoten- 
tiaries. It provided, among other things, for the creation of joint 
Soviet-Rumanian companies for every important branch of 
Rumanian economic life. First among these was naturally the 
Soviet-Rumanian oil company. This company was established on 
27 October 1946 under the name of Sovrompetrol, with the object 
of developing Rumanian petroleum resources; it was created by an 
official decree without consulting the Rumanian companies 
concerned, and in spite of the refusal of Creditul Minier. The two 
Governments shared the capital on a fifty-fifty basis. The company 
took over the so-called ‘former German oil assets’, in other words, 
the assets in Rumania which the Germans had taken over in turn 
from France and Belgium at the time of the German occupation of 
those countries. The Rumanian Government was then required to 
contribute the shares and assets of Creditui Minier, the only 
oil-company created with Rumanian capital. Furthermore, they 
had to contribute 75 per cent of all crude oil royalties assigned to 
them by law. The Soviet Government, on the other hand, under- 
took to provide the company with every kind of technical equip- 
ment. When, after some delay, part of the stocks taken during 1944 
reappeared, the deliveries ceased. In 1947 Sovrompetrol was 
authorized to export in order to find technical equipment abroad. 
Other privileges accorded to the ‘joint company’ were special 
exemption from stamp duties and mining taxes and the right to 
acquire, by agreement with the Rumanian Government, any 
further mining concessions instead of having to bid in open 
competition with British- and American-owned companies. 
But here one comes to another aspect of Communist Rumanian 
oil policy: the elimination of Western capital. 

While Sovrompetrol was granted far-reaching privileges, the 
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other great companies were deliberately handicapped. Once the 
former French and Belgian assets had been taken over as German 
by the Russian Government the foreign capital in Rumanian oil 
was represented mainly by the British Unirea (Phoenix), Astra 
Romana (Shell), and Steaua Romana (Royal Dutch Shell Group), 
and by the American Romano-Americana (Standard Oil). The 
difficulties encountered by these companies after 1945 were of two 
kinds. ‘There were the inherent difficulties of any industrial or 
commercial company in a country falling into financial, economic, 
or social ruin; and there were, as well, the deliberate difficulties 
created by Government and ‘Trade Union officials as manoeuvres 
against unwanted guests. The first category included a combination 
of fixed prices, forced production, and sale to Russia in fulfilment 
of the armistice or Peace Treaty, with constantly increasing 
obligations laid on employers not only as regards wages but also 
as regards food, clothing, insurance, and various forms of bonuses, 
to which must also be added the impossibility of carrying on pro- 
duction without new equipment. Workers in the oil industry 
numbered 23,600 in 1938, while in 1947 the figure had risen to 
50,200, though production then was only half that of 1938. There 
was a tremendous inflationary spiral in Rumania—with the 
lei valued at 12 million to the pound in August 1947, before the 
stabilization. For example, the cost of living index of 1939=100 
rose to 944 at the end of the war in 1944, and reached 440,869 
in 1947. The oil companies were asked to sell their products at 
prices about eighty-five times those of pre-war, while they had to 
pay for their expenses prices which had gone up 330 times since 
the war. The fixed prices for oil could not be changed because 
deliveries made to Russia by Rumania under the armistice were 
calculated at the 1939 level. 

As for production, by a law of 1942—the Rumanian Govern- 
ment’s last defence against German exploitation—companies were 
forced to explore and prospect for new fields and not only to 
exploit old ones. It was this law that the Communist Government 
invoked against the companies, demanding that they open new 
wells and prospect new regions. ‘The only difference was that 
under German occupation prices were at least remunerative and 
German heavy industry could actually provide the technical 
equipment. But, with the ‘scissors’ of prices as indicated above, 
and with an equipment insufficient even for the wells already 
operating, such a claim was fantastic. Some compromise might 
have been possible by which companies were allowed to reserve 
some of their exports for markets with better prices and from 
which industrial equipment could have been obtained. On 
20 October 1946 Mr Bevin, speaking at the Paris Peace Con- 
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ference, said that ‘the position now is that instead of earning 
foreign exchange, part of which can be returned for the purpose 
of buying necessary equipment, practically none of the oil pro- 
duced in Rumania brings in any foreign exchange at all’. He 
felt justified in requiring that the Rumanian Government ‘should 
make foreign exchange available to the extent required for 
the reconstruction and running of the Rumanian petroleum 
industry’. Such a solution was denied to the old companies. But a 
Rumanian Government delegation summoned to Moscow in 
February 1947 was ordered not only to assure to Sovrompetrol 
30 per cent of all future Rumanian production, but also to grant 
a $4,000,000 compensation to it for loss of past profits due to 
inadequate oil prices, to be paid in free currency, and also the right 
to export 140,000 tons of oil products for free currency in 1947. 
In the other category of difficulties came those organized by 
the Communist Government and Trade Unions against the 
companies. No further oil concessions were given to them, while 
existing ones were cancelled and given to Sovrompetrol. Wages 
were constantly increased, but while salaries represented almost 
10 per cent of production costs, another 19 per cent had to be 
added which represented the expenses of ‘economat’, that is to 
say, food and clothing for the employees and their families. A new 
measure enabled the employers to dismiss redundant personnel. 
This was used by the Communist Committee to ‘purge’ all senior 
employees and highly specialized technical staff. The great 
majority of qualified personnel was not only dismissed but also 
disappeared, which means in Rumania to be arrested and sent to 
camps from whence no one has ever yet returned. In a statement of 
15 April 1948 in the House of Commons, Mr Gaitskell said that 
fifteen representations had been made during 1947 about these 
purges. Meanwhile even British and American personnel were 
arrested by the secret police and charges trumped up against them. 
The last British subject in the Rumanian oil industry, Mr Evans 
of the Steaua Romana, was arrested on 8 June 1948 and condemned 
on 15 October to three years imprisonment, after the Procurator- 
General had unsuccessfully attempted to extort from the British 
Consulate 30 million lei for bail—about four times the amount 
of the fund which Mr Evans was accused of having maladministered. 
On 15 December 1947 Astra Romana was given a ‘supervisory 
administrator’ with wide powers to sign on behalf of the company, 
to withdraw from its officers the powers of signature accorded by 
the Board of Directors, and to ‘veto’ the decisions of the Board. 
The other companies shared a similar fate. The last of them was 
Romano-Americana, whose administrator was appointed on 19 
April 1948. By a Note delivered on 6 March 1948 to the Rumanian 
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Government by the British Minister in Bucharest it was announced 
that as a result of the activity of the ‘supervisory administrator’ 
Astra Romana had been ‘forcibly dissolved’ by a decision of its 
British Board. On 11 June the whole industry was taken over by 
the Rumanian Government. 

Since nationalization, some observers discern two sectors in the 
Rumanian oil industry. The first represents some 40 per cent of 
the whole production and is ‘virtually extra-territorial’. By Article 
5 of the law of nationalization there were exempted from ex- 
propriation the properties of a State ‘which is a member of the 
United Nations and which has acquired the property as a result of 
the execution of the Peace Treaty or of the fulfilment of Rumanian 
Reparations’. By this rather sophistical definition, which can be 
applied only to Russia, the paradoxical situation is created in 
which the only capitalist in Rumanian industry is Communist 
Russia. Only the Russian Government has the right to own private 
shares, and only the company in which Soviet Russia has private 
shares is allowed to make profits and distribute them to the share- 
holders. Sovrompetrol has now the best fields and concessions 
and the right to export in free currency areas. It is also officially 
subsidized by the Rumanian Government in the event of loss. 
Thus it can be seen that Sovrompetrol has the best of the bargain. 
The second sector belongs in principle to the Rumanian State. 
Its task will be to prospect for, and explore, new fields as well as 
to exploit the exhausted wells left by the expropriated companies. 
Its personnel is untrained. Its trade will be limited to the adverse 
one with Soviet Russia and the other satellites. Therefore, while 
both sectors are working for the benefit of Soviet Russia, it is not 
difficult to guess which has the best chance of successful working, 
which is doomed to failure. Even were the Rumanian Communist 
Ministers to be seized by a “Titoist’ form of nationalism (Patras- 
canu, a former Minister of Justice, was put, in 1948, under arrest 
for ‘re-education’), the national industry as constructed at present 
can never be anything but bankrupt. It is clear that what has taken 
place in Rumania cannot be described as nationalization. Indeed, if 
by nationalization one means, as, for instance, does the British 
Labour Party, the expropriation by the State of private ownership, 
then the exception made by Article 5 of the law of 11 June 1948 in 
favour of the largest shareholder in the Rumanian oil companies, 
namely, the Russian Government, invalidates such a definition. 
And if, by nationalization, is meant, as in the writings of the 
German economist List, the exploitation of national wealth by the 
nation itself, then the description is even more inappropriate. 

According to reports from Rumania, on 16 October 1948 the 
pipe-line from Ploesti to Odessa was blown up in three places. Yet, 
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although it was repaired, it has been noticed that large quantities 
of oil are being stored in Rumania itself, instead of being sent 
to Russia. This can be explained in three ways. The first is that, 
as Rumanian oil is mainly used by the Russian foreign trade 
organization for re-export to the other satellites, there is no need 
for it to make a double journey. The second is that, as new Soviet 
divisions have recently been brought to Rumania and Hungary, it 
is easier to supply them with oil products locally. The third 
assumes that Soviet military circles have decided to use the 
Rumanian refineries and depots as refuelling bases in the event of 
war with Western Europe, as did the German Army when it 
launched its Panzer attack in the opposite direction. 


G. 1. 


NATIONALISM IN IRAQ 


INTERNAL DIFFERENCES AND FOREIGN 
ADVENTURE 


O judge by the little space given recently in the leading 

British papers to news from Iraq, it would seem that know- 
ledge of developments in that country since the overthrow of the 
Bevin-Jabr Treaty has been confined to the merest sketch of the 
main political and Court events. Accordingly, though this article is 
itself of necessity general in scope, it is intended to add a few 
touches of shade and colour to the outline picture. It is based on 
personal contact with Iraqi personalities and movements up to the 
end of the summer. 

It is improbable that any full and final reason can ever be given 
for the overthrow of the Treaty; but the military clauses served as 
an excellent pretext for arousing opposition,” and a desperate 
economic and food situation provided a perfect stage for the 

* Under the Treaty former British air bases in Iraq, though they were to 
come under Iraqi control, were to continue to be available for British use and 
maintained in a state of operational efficiency by the R.A.F. until peace treaties 
with all the ex-enemy Powers had come into force and Allied troops had been 
withdrawn from all enemy territories. Further, a Joint Defence Board, with 
equal Iraqi and British representation, was to co-ordinate defence policy, and 
provision was made for the standardization of Iraqi essential armaments with 
those of Britain. Should foreign military instructors be required, Iraq was to be 


obliged to employ British subjects. 
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manoeuvres of the opponents of both Saleh Jabr and of the 
‘Imperialists’, as the Western Powers are invariably called. Yet it is 
doubtful if the instigators of the popular resistance could have fore- 
seen the lamentable results of their activities. The funerals of the 
numerous ‘martyrs’ who fell during riots which led to the death of 
twenty-two persons in January and injury to over two hundred 
were made the occasion of sober processions of ‘mourners’ through 
the streets of Baghdad; even in these processions anti-Imperialist 
banners were borne. Then followed a period of serious breakdown 
of law and order in which the possibility of the complete disinte- 
gration of the police force was very real; even the blameless traffic 
police felt constrained to exhibit an unusual deference to offending 
taxi-drivers and their like. For nearly two months there were 
daily demonstrations by school-children, students, or workers, and 
although no further serious incidents occurred, the authorities 
were clearly anxious to avoid upsetting the demonstrators by 
opposing them in any way at all. The general public, however, soon 
tired of this constant interference with business, while the demon- 
strators and their promoters themselves seemed to be sobered by 
their own recent excesses. 

The new ‘liberty’ which the ‘national uprising’ was supposed to 
have gained expressed itself also in the multiplication of news- 
papers. Baghdad alone had over forty licensed papers for a while, 
with an average sale of some five hundred copies. Each relied for 
its sales on outdoing its competitors in wild abuse of the ‘Imperial- 


ists’ and their ‘stooges’, and no single editor dared to raise the 


voice of moderation or to make the slightest suggestion in defence 
of the Treaty. Most of these upstart papers soon died a natural 
death, having no solid backing, and being edited as often as not by 
men of no literary or journalistic experience. At the time of writing, 
Baghdad’s reading public of 100,000 or so is served by a mere 
score of ‘daily’ newspapers; printing and paper restrictions, how- 
ever, limit many of these to a maximum of two issues per week. 

Before reviewing further the developments of feeling in Iraq 
during the past nine months, it may be well to glance first at the 
general background of world and domestic influences affecting 
Iraqi opinion, and secondly at the main political events of direct 
interest. Of the former, the evolution of the Palestine dispute has 
of course been of primary and almost exclusive importance, out of 
all proportion to its real significance in world affairs. It has largely 
diverted attention from the colossal ‘cold’ struggle going on out- 
side the Arab world, though the battle for Berlin and the fighting 


in Greece and China do not pass entirely unnoticed. Concurrently: 


with, and partly as a consequence of, the ‘Holy War’, attention has 
been forcibly fixed on the difficult economic situation. Not until 
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recently did the cost of corn and rice fall from the astronomically 
high figure of twenty times the pre-war price. Thus it has been 
increasingly difficult for the man in the street to maintain even a 
subsistence standard of living. At the same time the state of the 
national finances was steadily deteriorating. Expenditure was far in 
excess of income and reserves were already low. The renewed 
Sterling Balances agreement,* though it increased the previous 
year’s availability of sterling and extended Iraq’s purchasing area 
to include Sweden, did not produce any more dollars, nor could it 
stem the tide. A loan, even were it a mere fraction of the aid given 
to her more fortunate neighbour, Turkey, would have been wel- 
come, provided it were free of outside controls; for these would 
almost certainly be rejected out of hand by all sections of ‘national- 
ist’ opinion. 

Against this larger background must be set the main political 
events inside Iraq during the period under review. Immediately 
after the resignation of Saleh Jabr last January the Regent asked 
the somewhat patriarchal Mohammed es Sadr, President of the 
Senate, to form what was in effect a caretaker Government, con- 
sisting largely of worthy but elderly gentlemen of a religious rather 
than a political turn of mind. Its policy was non-committal and 
negative, and its main achievements were the pacification of an 
excited people and the peaceful imposition of martial law on 
14 May. During the spring some two or three thousand more Iraqi 
volunteers left to fight in the Arab army of liberation in Palestine, 
and in April the Government announced the voluntary winding up 
of the British Military Mission, on the ground that the head of the 
Mission, General Renton, had expressed himself ‘fully satisfied 
with the state of preparedness and training of the army’. Martial 
law brought a welcome 'relief from demonstrations and an un- 
accustomed orderliness to the streets of Baghdad. Coupled with a 
‘voluntary’ subscription of 100,000 dinars from the Jews of Iraq, 
which was handed to an approved Association called the United 
Front for the Defence of Palestine and was intended for the Arab 
armies, it also ensured the security of an anxious Jewish com- 
munity. 

In spite of sanguinary clashes both in Baghdad and in the south 
during the canvassing stages, the elections of 15 June passed off 
quietly, but they were followed by allegations in a section of the 
press that there had been Government interference and that the 
Censor had abused his power by preventing the free expression of 
political opinion. The new Government under Mudhahim al 
Pachachi was more representative than its predecessor in that it 
included two ‘party’ men as well as the usual preponderance of 

* By an exchange of Notes in July 1948 with the U.K. Government. 
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independent members. It immediately committed itself to a vigor- 
ous prosecution of the ‘Holy War’ and to an uncompromising 
attitude towards the Zionist claim to an independent State in 
Palestine. 

In July King Abdullah came to Baghdad, immediately after his 
historic meeting of reconciliation with King Ibn Sa’ud. He was 
welcomed with almost as great a show of official and public enthus- 
iasm as was the young King Feisal on his return to the capital for 
his summer holidays. At the end of August the Iraqi and Trans- 
jordan armies were placed under a unified command. In the same 
month the first batch of some five thousand refugees arrived from 
Palestine and were housed in schools and colleges. Meanwhile the 
steady deterioration in the fortunes of the Arab armies was re- 
flected in an ever-growing clamour by the parties and their papers 
for a more determined renewal of the fight. This clamour first took 
the form of party manifestoes, and reached its climax in early 
August when the three main parties, National Democratic (Left), 
Independence (Right), and Liberal (Left Centre) united to stage a 
peaceful demonstration through the streets of the capital with the 
party leaders at its head. 

Every Arab likes to think that he has formed quite unique and 
individual opinions on political issues, but in reality he more often 
echoes, with slight variations, the broad views of the particular 
category of society to which he belongs. It would in fact be truer to 
say of Iraq ‘“‘tot homines quot linguae’’ than “‘sententiae’’. It will 
be sufficient, therefore, to indicate the attitude of those sections of 
society whose political influence is of major importance. Orthodox 
Government opinion, as represented by the Baghdad Radio and 
the newspaper Al Akhbar, reflects a constant fear of extremist 
opposition and an anxiety to avoid anything but the vaguest com- 
mitments. Each successive Government, on taking office, produces 
a high-sounding plan of social, agricultural, and general develop- 
ment, and pledges itself to the realization of the country’s ‘full 
independence’; and each soon learns, but is reluctant to admit 
publicly, that outside (i.e. Western) aid is indispensable for the 
execution of any such plan. Few Ministries, however, remain in 
power long enough to carry out their programme. 

The ‘Opposition’, i.e. the parties and their respective news- 
papers, vary in their general political orientation, but agree in 
advocating the most extreme policies, and in posing as the only 
truly energetic representatives of the people’s will. They see the 
hand of ‘the Imperialists’ in nearly every Government move, but 
their opposition is directed rather against Ministers than against 
the Government’s political ideology. 

Journalism is usually venal and extremist, and is only consistent 
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in its anti-‘Imperialist’ abuse. Editors seem much more anxious to 
keep on the right side of extremist opinion than of the censor, and 
courageous independence of judgment hardly exists. Short- 
sighted censorship and the usual Arab tendency to obscurantism 
have led them to paint a sadly false picture both of the strength of 
the Arab forces and of the facts of the military situation, and so to 
whittle away the chances of any compromise solution. 

The highly conservative landowners and tribal chiefs still wield 
great power in a country so predominantly agricultural, and the 
influence of the parties does not yet cause them any serious mis- 
givings. Their confidence was strengthened at the last elections by 
the return to the Chamber of Deputies of a considerable majority of 
representatives of their own class. They are supported by the mass 
of religious opinion, which is no less interested in maintaining the 
status quo and which remains the strongest single influence in the 
land. 

Student opinion is nearly always of the most extreme, and is 
based largely on emotion; easily aroused and usually ill-informed, 
it is of ever-growing importance and is not neglected by the agents 
of Communism. It is debatable whether the students are more 
embarrassing to the Government when congregated in Baghdad’s 
colleges or when dispersed to their homes. Many Iraqis deplored 
the closing of the colleges after the riots, as they feared the 
presence of so many potential trouble-makers in the provincial 
centres; for while any ‘Imperialist’ influence or interest remains in 
the country, there will always be an excuse for agitation by these 
young enthusiasts. 

There has been complete unanimity of feeling amongst all these 
groups over Palestine—a deep resentment against the ‘Zionist 
aggression’, and bitter disillusionment at the attitude of the Great 
Powers. The Jewish occupation of Haifa, and the British with- 
drawal from it before the expected date, were regarded as examples 
of the ‘perfidy of Albion’. However, the refusal of his Majesty’s 
Government to recognize the Provisional Government of Israel, 
the British attitude at Lake Success, the continuance of the subsidy 
to Transjordan, and the presence of British officers in the success- 
ful Arab Legion in the first days of the war combined to prevent 
this disillusionment from turning into plain hostility. Yet even 
before fighting was resumed it was widely believed that Britain had 
exerted pressure on the Arabs to accept the truce ‘in order to rob 
them of victory’. 

The unpopularity of the United States resulting from their 
recognition of Israel and other apparent indications of American 
sympathy with the Jews was to some extent offset by an apprecia- 
tion of the great wealth and power of the U.S. Russia also lost 
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much of her following owing to her contempt for Arab feeling; but 
in spite of the Soviet declarations of policy, there was an undeniable 
tendency on the part of much of the press to overlook her short- 
comings and to magnify those of the Western Powers. Even some 
who had never before evinced any ‘leftist’ tendencies were heard 
to declare, when it became clear that ‘nothing could be achieved in 
U.N.O.’, that the Arabs ‘should cease to trust the Western Powers 
and look elsewhere for support’. Moreover the view is widely held 
that Britain ‘orders’ the Dominions (e.g. South Africa) to support 
the Jews, while she herself remains neutral. 

In the circumstances it is not surprising that a few rather un- 
realistic optimists should claim that Iraq can stand entirely alone, 
or that there should be a growing demand that the country should 
immediately declare its intention of remaining neutral in any 
future world conflict. But the Arabs know full well that Commun- 
ism is the only alternative to ‘the devil they know’. Its meaning is 
imperfectly understood, but it has a wide appeal among the dis- 
contented ‘effendi’ class to whom it conjures up wild dreams of 
land, good houses, a good life, and even cars for all. Many of these 
small officials assume that they would be the governors in any 
Communist State, and have a pathetic belief that government by 
men like themselves would in some magical way immediately put 
an end to poverty, hunger, corruption, and high prices. There is, 
in effect, more discontent than Communism in Iraq. Kurdish 
students toy with it in the hope that the Kurds might thus be free 
of Baghdad rule, and it is here that left-wing activity is most 
noticeable. The Government, however, seems to be confident of 
its ability to maintain internal security in Kurdistan as elsewhere. 

While left-wing activity is growing, opposition to it is hardening 
in Government circles and among the landowning, religious, army, 
and official classes. ‘Two ‘Communist’ newspapers were suppressed 
with the imposition of censorship, and in March many ‘Commun- 
ists’ were taken into protective custody. Conservative elements 
fear a Zionist State as being not only a base for further Jewish 
expansion but a breeding ground and bridge-head of Communism. 
The Istiqlal Party openly claims to be the only obstacle to Marxist 
infiltration, and on one occasion in March its supporters came to 
blows with those of the left when their two rival processions met. 

Meanwhile the old Anglo-Iraqi Treaty remains in force; Iraq 
sends her army officers and many students to Britain—she would 
send more if the Universities could take them—-; she seeks ‘experts’ 
from Britain, often without success. In full consciousness of the 
crippling reduction it will cause to her income, she has con- 
sistently refused to allow the pumping of crude oil to Haifa since 
the end of the Mandate. The Government is committed to a pur- 
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suance of the war, and all its declarations and actions increase the 
difficulty of eventually extricating the army and of arriving at an 
agreement. Attempts have been made to find scapegoats to divert 
attention from the continued lack of military success, and a wealthy 
Basra Jew was recently hanged in public on a charge of supplying 
arms to the Zionists. Popular enthusiasm for the war has been 
confined to agitation, applause for the regular army detachments of 
‘holy warriors’ leaving for the front, and the virtually compulsory 
purchase of ‘Palestine stamps’ with every postage stamp or official 
form. In August Iraq presented far less the appearance of a country 
at war than did Syria, or even Lebanon. There was no black-out, 
no evidence of personal sacrifice, and the commandeering of a few 
civilian lorries had not had any visible effect on commerce, and 
could of course be avoided. The refugees were rather reluctantly 
accepted as an unwelcome burden. King Abdullah’s counsel of 
moderation to Baghdad’s journalists was not heeded, and the press 
still demanded a purely Arab solution to the problem as being the 
only conceivable one; but although all existing plans and organiza- 
tions were discredited, none of the critics had any workable positive 
proposal to put forward instead. Even the Arab League was accused 
of being a tool in the hands of the ‘imperialists’. Politics remain 
largely a matter of personal rivalries and manoeuvres. 

The Government has so far managed to ‘keep face’ in an atmos- 
phere of uneasy tension. Most of the statesmen of the Portsmouth 
Treaty are back in Iraq;* the popular clamour for the punishment 
of those responsible for the shooting in January has died down, and, 
except for a few transfers, the officials concerned remain un- 
molested. Some of the members of Saleh Jabr’s Cabinet are 
already re-entering active politics. It now seems as if the recent 
order by the Security Council to the Arabs and Jews to conclude 
an armistice and work out an agreement will compel the Govern- 
ment very soon to reveal the true facts to the nation and withdraw 
the army. When this happens, the reactions, even if the army has 
suffered no major defeat, are likely to be noisy. The Parties, par- 
ticularly the Independence (Istiqlal) Party, will seek to ‘make 
capital out of the failure of past Governments, and to clamber to 
power on the shoulders of ‘popular’ dissatisfaction. This party may 
hope for support from the army, which will be angry and disillu- 
sioned. Editors will have a hundred and one scapegoats on which 
to vent their spleen, with all the great Powers and the United 
Nations added to the inevitable Britain; but it would be rash indeed 
to attempt to foretell the course of events. The chances of Iraq’s 
signing any direct agreement between Arabs and Jews seems most 
remote, since no Iraqi statesman can ever feel that he has the 


1 Saleh Jabr himself went to Egypt, but returned to Iraq some time ago. 
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unqualified support of his people unless he advocates a solution so 
uncompromisingly Arab as to be quite unacceptable to the Jews. 
It is, in fact, impossible for any Iraqi negotiator to forget the fate of 
the ‘men of Portsmouth’. 


A.N.O. 


LAND REFORM IN HUNGARY 


HE agrarian reform decreed in Hungary in March 1945 had 

to all intents and purposes been carried out by the end of 
1947; 1948, therefore, has been devoted to weighing its results and 
debating a land policy for the future. 

The realization of the land decree of 1945 means that under 
30 per cent of Hungary’s agricultural land is now farmed in go,000 
holdings ranging between 20 and 200 yokes.* But the major part 
of the country, about 65 per cent of its agricultural area, is farmed 
in rather less than two million holdings of less than 20 yokes.? The 
number of strips of which the holdings consist is of course many 
times two million. The holdings in this category can be further 
sub-divided as follows: 


Under one third of a yoke about 175,000 
Between a third and one yoke 5» 330,000 
ne one and two yokes »» 420,000 
= two and five _,, »3 500,000 
- five and ten bd »» 390,000 
“ ten and twenty ,, »» 175,000 


Altogether about 640,000 families received allocations of land 
under the land reform decree, while well over 20,000 in the same 
landless circumstances were left unrewarded in order not to chop 
the country up into even smaller farms. 

The biggest change has occurred in the lives of the hundred 
thousand families formerly employed on yearly contracts as farm 
hands on the great manorial estates. Living outside the community 
of the village, theirs had been the lowest social status in the rural 
hierarchy. Even casual labourers with no land of their own, or 
with the merest patch of land, had counted for more than the 

1 The ‘yoke’ or cadastral acre measures 0-57 of a hectare or 1-37 English acres. 


*The 7 per cent (roughly) of land left unaccounted for consists almost 
entirely of State forests and pastures. 
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manorial farm hands, who were paid in produce, lived in miserable 
barracks in the manorial courtyard, and worked under the super- 
vision of bailiffs for practically unlimited hours. Their lives had 
made them apathetic and servile, especially on the great estates 
west of the Danube. A typical manorial estate in the west, Taréd- 
haza puszta in county Vas, showed every sign of human recon- 
ditioning by last summer. The estate had been divided among the 
thirty farm-hands’ families who were formerly employed there; 
they had received an average of 10 yokes of land each. Except for 
the fact that they still lived in the manorial courtyard buildings, 
they were now independent farmers and proud of their newly- 
bought draft animals and of the quality of their crops. All the 
children had shoes and best clothes for Sunday. One old couple 
had been able within the last three years to buy eleven pairs of 
shoes for their children and grandchildren, a reliable yardstick 
of rural wealth and a condition never before experienced or 
envisaged by them. At the beginning of June, with only three 
weeks to go to the harvest, and after the 1947 drought, nearly all 
the thirty families were still baking rye bread, a luxury by com- 
parison with the maize bread they had usually eaten for a consider- 
able part of the year. 

The former lady of the manor now lives in one half of the 
manor house and, with a minimum of help given in exchange for 
produce, cultivates a fair-sized patch of land in the park; she was 
growing maize last summer and fattening a pig. In the other half 
of the house a school had been opened for the children of the thirty 
families who previously had had to walk four kilometres to school. 
In this place there was no trace of self-consciousness in the 
relations between old owners and new. The credit for this unusual 
harmony was largely due to a Catholic priest of a nearby village 
who consecrated the new school by celebrating a field Mass, 
attended by the whole neighbourhood, in the park. He invoked 
Saint Anthony to guide the spirit of these children and make them 
fighters against Hungary’s poverty. In consecrating a State school 
he was bidding defiance to Cardinal Mindszenty. The fact that 
the Prince-Primate condemned the agrarian reform at the outset, 
and that at least one out of every five new holders is farming land 
formerly in possession of the Church, otherwise creates a feeling of 
malaise in the Catholic west. This is intensified by fear of the 
kolkhoz, which is described by rumour as a prison where people 
feed like cattle out of communal troughs. 

Even in the west of Hungary the new conditions of land tenure 
are not generally as favourable as those at Tarédhaza. The average 
national holding has worked out at between 5 and 6 yokes. Former 
estate servants and farm hands received more because they were on 
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the spot and sometimes simply squatted, but also because the 
manorial courtyards were impracticably far from the villages. It 
was a matter of policy, too, to encourage the most depressed social 
group. 

Conditions in Western Hungary, which the Magyars call 
Transdanubia, are, however, altogether easier than in the Great 
Plain between Danube and Tisza or in the country east of the 
Tisza where the strongholds of Calvinism are found. Trans- 
danubia is richer because it is moister, and at the end of the war it 
was much less depleted of livestock. Thus the new holder there 
has been able to launch out fairly well. With 8 to 10 yokes and then 
the acquisition of a couple of draft animals—usually an all- 
purposes cow and a horse—he is, indeed, in danger of too great 
confidence. When one talks with these people it is surprising to 
find that in spite of all the rumours of the coming collectivization 
or war or counter-revolution, they are often childishly optimistic, 
and oblivious, for instance, of the fact that the post-war years of 
dearth, which all food-producers were able to exploit, are over. 
The chaotic and paradoxical confusion of a pious or a super- 
stitious malaise with an immature optimism is characteristic, per- 
haps, of the instability of conditions after a social revolution so long 
overdue. 

The crown of the new farmer’s achievement is a new house and 
stable yard, mostly built by himself. Since houses in Trans- 
danubia are traditionally built of stone and brick, not of loam- 
mulch as in the centre and the east, building proceeds more 
slowly in the west. Thus the depressing and over-crowded rooms 
and communal kitchens of the manorial courtyards are not yet 
evacuated, even, as we have seen, at Tarédhaza. The pulling down 
of manorial stables and farmyard buildings is going ahead, how- 
ever, and makes bricks available for the new homesteads. East of 
the Danube the bricks secured from demolition are sufficient for 
the foundations of a quantity of new houses. (Here they still follow 
the tanya tradition of the isolated farmstead, the owners having 
a pied-a-terre in the nearest of the few but big villages which are 
really small country towns). On the brick foundations loam walls 
then go up; the roofs one sees here are made of tiles, mostly new. 
For the far bigger category of former agricultural labourers and 
dwarfholders land reform was a less tremendous change, but for 
them, too, the building of their own homesteads on their land is of 
central importance. Today one finds every variety among the new 
houses. In the Cegléd area in the Great Plain the genre is dictated 
by politics. The new farmers who support the Smallholders’ Party 
build small houses as far from the road as possible and turning their 
backs to it. The Communist peasants build bigger houses near the 
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road, oddly enough the least stereotyped and most various. The 
National Peasant Party men, with their folklore mystique, build 
traditionally. In the course of the land reform 300,000 landless 
families received building plots along with their land allocations; 
these building plots covered an area of 120,000 yokes. 

Inevitably a number of the recipients of land under the reform 
were unable to make good, owing either to lack of draft animals or 
implements, or else to absence of initiative. Some rented out their 
land to well-to-do peasants and returned to swell the ranks of those 
who had received no allocation. Most of the latter were, in fact, 
those who had failed to put in their claim, usually the most 
ignorant and helpless. With the passing of the great estates casual 
and seasonal agricultural workers were thrown back on the 
employment they could get on the richer peasants’ farms. The 
latter did not waste the opportunity. For instance, they let off beet- 
fields, after the sowing, for a third of the produce in return for 
cultivation and the gathering of the crop (anyway very trying 
work), provided the labourer was willing to work without pay for 
a day a week during harvest time. This sort of thing was in flagrant 
contradiction of the rules guaranteed by the new agricultural 
labourers’ trade union or Fékosz, and also of a decree of last spring 
governing their wages and conditions of work. Membership of the 
Fékosz is up to 194,000. Here again one finds oneself face to face 
with another of the typical anomalies in the instability of Hun- 
garian life today. Only last September a Communist official in 
charge of a State farm in Central Hungary was grumbling to a 
friend about the trouble he had with his unruly Fékosz people. On 
the other hand many labourers working for the richer peasants are 
scarcely aware that the Fékosz exists, or are traditionally afraid to 
have anything to do with it. 

Thus the completion of the land law of 1945 had by the end of 
1947 brought about a commendable reduction of the virtually 
landless population, which until 1945 had embraced about a third 
of the nation; it had concentrated the old problem within relatively 
narrow limits. The problem of agrarian over-population, that is to 
say, was immensely reduced in scale, but it had not been solved. 
At this point Veres, the veteran leader of the National Peasant 
Party, who had been in the Government ever since the country’s 
liberation and was Minister of War at the time, wrote and pub- 
lished a book called “The Future of the Peasantry’, or, more 
literally, “The Peasant Future of the Country.’* The book was 
written during the first three months of 1948 and was on sale in 
May. It created a sensation and focused Hungarian attention on 
the question of the peasantry a month or so before the rest of 

1 In Hungarian Paraszti Févendsé. 
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Europe was staftled by, the rift between Moscow and Belgrade 
which arose,.iqstensibly, at any rate, over much the same issue. 

Veres illustrated.the persistence of agrarian under-employment 
—which is omplementatyt6  agfaria- over-population—by 
claiming that,-~even-after the completion of the 1945 reform, the 
dwarfholder with less thamis yokes is only adequately employed for 
100 to 150 days in théyear and the small farmer with 5 to 10 yokes 
for 150 to 200 days; Om farmers with more than 15 yokes have a 
good 300 days’. workeaieatic year. What was Veres’ remedy? He is a 
peasant mystic. A ttat di onal peasantry to him is an eternal entity 





























zation or,State aid, 
of life; Somehow= a. 


mreedom is more important than its standard 
Bpeasant will make good. Veres knows that 
yiven so many the independence he desired 
too many small holdings to be beneficial to 
ack upon nothing but a whimsical hope for 


fon to abandon its ‘prejudice’ and begin to 
# he said, the Hungarian pig, fattened for lard, 
fe East. 

icipated that the new small farms would 
Reconomic units than the big estates. It has 
Pfarming, in addition to its inefficiency, has 
Bility. The new farmers have less sense of the 
Bestate bailiffs or experienced medium farmers. 
bne year they over-produce it in the next, so that 
focal gluts in, say, cabbages or tomatoes. Though 
ty-the other political leaders, including Erdei (a 
founder with: Veres ofthe National Peasant Party), have all along 
*to the weakness of the new small farmer in the 
icultural.co-operation. Already in 1945 it was 
erage c0-Operatives should be set up wherever 
bo yokes,auere distributed. By 1947 800 such co- 
ratives were actually working to rent out machinery, test seeds, 
run agricultural industries producing wine or sugar; and 


. sessentially they functioned as buying and selling organizations. 
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and. there producers’ co-operatives were set up in various 
fthem flourished and some failed. The best known is 
ear the Roumanian frontier in the south-east. It com- 
pri j-three families with the proud record of having 
achieved, both in 1947 and 1948, dowble the individual local 
farme?’syield in wheat and in nearly every other crop; this was due 
to deep ploughing in large stretches and to scientific manuring. 
Produce is shared out according to the size of the individual’s 
holding as well as the scale of his output. 
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‘To develop agricultural co-operation was only part of the pro- 
gramme of the Communist leaders (supported by Erdei), as also of 
the most reputable economists, a programme which had found its 
preliminary expression in the Three-Year Plan which was launched 
in Hungary on 1 August 1947, and which is to be followed by a 
Five-Year Plan in 1950. These plans prepare for the absorption of 
the surplus agrarian population into industry through the scientific 
industrialization of the country. Théy also prepare for a trans- 
formation of Hungarian agriculture to suit the potentialities of 
small farms. Wheat, the export of which was subsidized and 
difficult even in pre-war days, is in future to be produced for home 
consumption only; instead the peasants are being encouraged to 
concentrate their efforts upon the intensive cultivation of fruit, 
vegetables, sugar-beet, and sunflower seeds, as well as upon their 
pigs and their poultry. Mechanization has been braked by the 
other claims on industry, but this had the advantage of not 
reducing agrarian employment too suddenly. The importance of 
irrigation was painfully emphasized by the’drought of 1947, and 
where the Three-Year Plan originally allowed for the investing of 
28 million forints in irrigation, in the first year nearly 65 millions 
were spent and an additional 13,000 yokes.ef:land were irrigated, 
with a proportionate increase in the production of rice. 

Even so, agricultural production as a whole is uneconomic in the, 
Hungary of 1948, and the Government has had to subsidize some 
of its revised food exports, although this year’s bumper crops have 
eased things all round for the moment. While the dwarfholder is 
eating much better than he did in his pre-reform existence, the 
contrast between his life and that of the ri¢h peasant is still striking. 
For these reasons, even before the challenge of Veres’ book, 
Erdei—for instance in April—declared that in the interests of 
production agricultural co-operat&n. must be .deyeloped very 
much further. The campaign he theféby launched involved at the 
same time a battle with the richer peasants, who, it has been seen, 
had been buying up or renting many small plots of land, and whd 
showed unwillingness to co-operate in changing the crops they 
grew or in other ways. There had been a good deal of sympathy 
on the part of Ministry of Agriculture personnel with the indi- 
vidualism of the better-off peasants, and no records had been kept 
of the buying or renting of land since 1945; this was one reason 
why a ‘purge’ in the Ministry was ordered. It was found, when the 
matter was taken up, that there were farmers who held as tenants 
as much as 600 yokes scattered over several counties. In August it 
was decided to compile a register, a kind of Domesday Book, of all 


leases, and the right to buy land was severely curtailed in favour of 
the poorer peasants. 
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In July Rakosi, the most prominent Communist and as such the 
most powerful man in Hungary, made a public statement to the 
effect that to continue to raise*the standard of living of the country 
would require a change in agricultural organization within the next 





year or so. By September the tide was flowing more strongly after 

the quarrel with Tito, and“Veres resigned from the Government. 1 
His theories were condemned, especially by Erdei (who had often at 
disagreed with him before) on the grounds that they divorced the st 
interests of the peasants from those of the industrial workers. A th 
new Minis ‘control and develop the co-operatives was pro- g? 
jected, with@rdei inscharge. All hostile voices declared that this el 
was nothing®but a drive towards Russian collectivization—the ir 
dreaded»kolkhoz—and many of the peasants, small as well as rich, n 
were™panic-Stricken, particularly in Transdanubia. There were if 








rumours, of / Of-a tremendous increase in the number of b 






State farms: Eri himself did not mince matters: he spoke freely SI 
of the necgssitygo.make Hungarian farming more collective. n 
Szabad §., ewspaper of the National Peasant Party of which a 
Erdei wa “ d, deplored the sense of guilt which the poorer a 
peasants st d to have,* but insisted that the rural population I 
would peris' could not learn to develop along new lines.* te 
But there ‘wash eVidence of more than a hundred State farms, id 
togethericowering 71,000 yokes of land. Most of these were breed- a 
ing-establi ats which had existed for many years; since the t 
Three-Year P -have been extended, especially the poultry- r 
b farms in which g million forints were invested during the ( 
first rvofethe plan. From Rakosi’s address to the Central e 


Committee of the Hungarian Workers’ (or Communist) Party on 
27 November one receives an impression of Government caution 
in, agrarian policy, whether for practical or political reasons. 
I rt, according to the Communist leader, is to be 
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ae given existing co-operatives, which are, he insisted, to 
: remainv associations; pressure, in other words, is not to be 


“* more irect. The Ministry of Agriculture is to consider 
— S which the existing co-operative types is preferable. It is 
~ thought e Sarkad model is likely to be chosen for Hungary: 

_ thisas d ly a co-operative organization and not a collective 


farm } zation. No Russian interference in recent agrarian 
Bions in Hungary has been apparent. 
) I. P. 


E. W. 





1 Szabad Szo, 19 September 1948. 
* ibid, 7 September 1948. 
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THE INDIAN DOMINION AND 
THE STATES 





A REVIEW of the processes by which the States of Princely 
India have acceded to the Indian Union reveals a remark- 
able change in the political face of the sub-continent within a very 
short space of time. In less than a year after independence, 241 of 
the States were merged into adjoining provinces, 294 were inte- 
grated into six great unions, ten remained self-contained, while 
eleven—including Kashmir, Hyderabad, and Junagadh—have re- 
mained apart from any merger or integration scheme. Thus the 
number of Statal units now to be considered by the Government of 
India has been reduced from 565 to 27, of which nine will shortly 
be affiliated to Unions or Provinces or merged into direct admini- 
stration by the Central Government. In each of these units, whether 
mergers, unions, or individual States, the traditional system of 
administration has given place to a new political organization 
approximating to the kind which exists within a Province of the 
Indian Union. The tendency is for the India of the Princely States 
to become assimilated entirely in its political’set-up to the political 
institutions of the India of the Provinces, so that in the foresee- 
able future the States and the Provinces will be politically indis- 
tinguishable. Finally, the new Statal units have signed agreements 
recognizing that List 1 and List 3 of the Seventh Schedule of the 
Government of India Act of 1935 apply to them completely 
except for the fiscal items. 

Before independence was achieved the Government of India 
regarded the problem of the future of the States as one of great 
urgency, only mitigated by the fact that a large number of them 
had already agreed to send their representatives to the Constituent 
Assembly. The first step taken by the Government to fill the 
vacancy which was to result from the lapse of paramountcy was the 
creation on 25 June 1947 by the Cabinet of the Interim Govern- 
ment of a new body, the States Department, to deal with matters 
arising between the Central Government and the States after the 
winding up of the Political Department. Twin States Departments, 
as they became when work was begun on establishing new 
relations with the various groups of States, were set up on 5 July 
1947, and in a White Paper? issued by the Government of India in 
July 1948 the vital importance of the task its own State Depart- 
ments had to undertake was emphasized in the following passages: 

‘The Indian Independence Act released the States from all their 


‘ Printed by the Government Press in New Delhi. 
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obligations to the Crown, and it wais evident that if in consequence 
the States became separate independent entities there would be a 
serious administrative vacuumrmbt only with regard to the political 
relationship between the Central Government and the States, but 
also in respect of the co-ordination of all-India policies in the 
economic and other-fields, All that the Dominion Government 
inherited from the Pasamount Power was the proviso to Section 7 
of the Indepéndence Act which provided for the continuance, until 
denounced by eithens®f'the parties, of agreements between the 
States and the Cemtmaband Provincial Governments in regard to 
specified matters, such as Customs, Posts and Telegraph, etc.’ 

Another passage fead: “The unity of what was to be left as India 
after the partitigm was so vital a necessity not only for the political 
strength, full economic development, and cultural expression of 
the Indian peopl .but also for facing the aftermath of the partition, 

men@oft India could not view with equanimity any 
_kae-sittiation was indeed fraught with the gravest 
danger, for, as#Bofessor R. Coupland has put it, “India could live 
if its Mushitn Tiggps.in the north-west and north-east were ampu- 
tated, but €oultigamtlive without its heart.’’ The first task to which 
the new Indian,State Department had to address itself, therefore, 
was the conserving Of the heart of India. This required a common 
centre for the’ w olé country, including the Indian States, able to 
function effe¢gively in the Provinces and States alike in matters 
requiring all-India action.’ 

Avalggement of Sardar Vallabhbhai Patel, the head of the States 
Department for the Indian Union, issued on 5 July 1947, set out 
very clearly the attitude_of the Government of India towards the 
States. The demand had been made, he said, that the States should 
regain their independence. ‘In so far as paramountcy embodies the 
submissign Of tates to foreign will’, he went on, ‘I have every 
sympathy with this demand, but I do not think it can be their 
desire to utilize this freedom from domination in a manner which 
is injurious-to the common interests of India or which militates 















_. against theultimate paramountcy of popular interests and welfare 


resultin the abandonment of that mutually useful 


relationship. that has deyeloped between British India and Indian 


States dius he last century. Indian States have already come 
into the Constituent Assembly. To those who have not done so I 
appeal that they should join now. The States have already accepted 
the basic principle that for defence, foreign affairs, and com- 
munications they would come into the Indian Union. We ask no 
mofe of them than accession on these three subjects in which the 
common interests of the country are involved. In other matters we 
would scrupulously respect their autonomous existence.’ These 
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last two sentences should be noted, in view of the developments 
described later in this article. 

The task of negotiation was entrusted to Lord Mountbatten, 
who called a meeting on 25 July 1947 of the Rulers, Diwans, and 
other States’ representatives. He reviewed the position in a long 
statement in which he began by pointing out that the States were 
now independent technically and legally, but that there had grown 
up during the period of British administration ‘a system of 
co-ordinated administration on all matters of common concern, 
which meant that the sub-continent of India acted as an economic 
entity. That link is now to be broken. If nothing can be put in its 
place, only chaos can result, and that chaos, I submit, will hurt 
the States first—the bigger the State the less the hurt and the 
longer it will take to feel it—but even the biggest of the States will 
feel itself hurt just the same as any small State.’ 

He then explained that the States Departments had been created 
as the machinery through which to put the two future Govern- 
ments of India and Pakistan into direct touch with the States. 
These Departments would by stages take over those subjects 
which had nothing to do with paramountcy but which would be 
concerned with relations with neighbouring States and also pro- 
vide the machinery to negotiate in such matters. 

Then, referring to the right of the States to link up with which- 
ever Dominion they chose, he reminded his hearers that there 
were certain geographical compulsions which could not be 
evaded. Out of some 565 States the vast majority were irretriev- 
ably linked geographically with India. In the case of Pakistan Mr 
Jinnah was prepared to negotiate the case of each State separately, 
but in the case of India, where the overwhelming majority of the 
States were involved, separate negotiations with each State were 
clearly out of the question. 

Under the Cabinet Mission’s Plan of 16 May 1946 the States 
were to surrender to the Central Government Defence, External 
Affairs, and Communications, and the Rulers accepted this as 
reasonable, fair, and just. As to defence, if they did not link up 
with one or other of the Dominions they would be cut off from any 
supply of modern arms. The subject of External Affairs was 
something which was outside the boundaries of India in which 
not even the greatest State could operate effectively, and with 
which the States had not dealt since the formation of the East 
India Company. It could only be managed by those who managed 
the defence of the whole country, and ‘I submit’, Lord Mount- 
batten added, ‘that if you take it up it will be a liability and not an 
asset.’ 

Finally, as to communications—one of the chief means of main- 
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taining the life-blood of the whole sub-continent—the continuity 
of the existing system was already provided for to a certain extent 
in the Indian Independence Act, and was to be discussed as item 
two of the agenda of the meeting. He was therefore at a loss to 
understand why some Rulers were reluctant to accept the position. 
Possibly they were apprehensive that the central Government 
would try to impose a financial liability on the States, or encroach 
in other ways on their sovereignty. If so, he could say that the 
draft Instrument of Accession which had been circulated for dis- 
cussion provided that the States should accede to the appropriate 
Dominion on the three subjects only, and without any financial 
liability, and contained an explicit provision that in no other 
matters had the central Government any authority to encroach as 
to internal autonomy or sovereignty of the States. 

He concluded by reminding the Rulers that if they were pre- 
pared to come in they must do so before 15-August, the day of the 
transfer of power. 

The result of this forceful statement by the Crown Representa- 
tive was that within a week all the States within the geographical 
limits of India had acceded to the Union except Hyderabad, 
Kashmir, and Junagadh. Thus what may be called Stage 1 was 
completed by the beginning of August 1947. The White Paper 
of July 1948 said of this remarkable achievement that the con- 
stitutional link thus forged between the States and the Indian 
Government ‘proved strong enough to bear the stress of the up- 
heaval through which the country has had to pass and enabled the 
Government of India and the Governments of the States and the 
Provinces concerned to take concerted and co-ordinated action in 
relation to matters of common concern’. 

The Government then proceeded to Stage 2, which was to form 
the States into manageable groups and simultaneously to intro- 
duce constitutional changes substituting responsible government 
for other systems of rule. The States fell into two broad groups: 
a small group individually recognized as forming viable units; 
and the overwhelming majority which were not. A list of the 
former had been drawn up in consultation with the States, under 
the aegis of the Cabinet Mission, and they numbered nineteen: 
Baroda, Gwalior, Hyderabad, Jammu and Kashmir, Mysore, 
Bhopal, Indore, Kolhapur, Travancore, Udaipur, Bikaner, Cochin, 
Jaipur, Jodhpur, Kotah, Patiala, Rewa, Alwar, and Mayurbhanj. In 
the case of these the first action taken was to press the Rulers to 
guarantee the introduction of responsible government, and this 
involved, first, a formal Declaration by the Ruler; secondly, the 
adoption of an interim Constitution in association with the State 
Praja Mandals; and thirdly, the creation of a Constituent Assembly 
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to frame a Constitution providing an Executive responsible to the 
Legislature. 

The ideas imported by the Government of India into these new 
Constitutions were those of the Government of India Act of 1935. 
Some experimentation might have been expected, but it is signifi- 
cant of the firm grip which the concept of responsible government 
—British style—has acquired over the minds of thinking Indians 
that no exceptions to the rule of the British Cabinet system have 
been permitted. In the light of history the universal acceptance of 
this system by Indian statesmen may prove to be one of the most 
significant contributions of England to the political development 
of India. 

Next came the great problem of the States not large enough to 
stand alone. The aim here was to procure the cession of powers by 
small to larger units, and this was done in two ways: first, by 
transferring power to the Dominion Government, which either 
made over power, in its turn, to a Provincial Government, or, in 
exceptional cases (Simla Hill States and Kutch) retained the power 
for itself; and second, by transferring power to a group of which the 
States concerned formed an integral part, to create a new unit 
large enough to rank as a Province of the Union. 

The first process was first applied to the thirty-nine Orissa and 
Chatisgarh States, which were made over to Orissa and ,the 
Central Provinces respectively in January 1948. Next, seventeen 
Deccan States were merged into Bombay, and 157 Gujerat States 
as well, but these retained some of the features of the Union, which 
at the last moment they had decided not to form. ‘The Council of 
Rulers, for instance, was left with authority to consider questions 
of disputed succession. 

The second process involved the integration of States into 
larger unions, each capable of ranking as a Province of the Domin- 
ion. For this, the formation of the United States of Kathiawar pro- 
vides a model, found so successful that it was adopted, with modi- 
fications, in five other cases. Writing of this in the White Paper the 
Indian Government states: 

‘This form of consolidation of small States was first adopted in 
regard to the Kathiawar States, comprising 217 States and estates 

. . with varying territories and jurisdictions. Many of these States 
had several scattered islands of territories, and added together 
these States divided the map of Kathiawar into about 860 different 
areas. The scheme for union . . . integrated all the Kathiawar States 
in a new State to be administered as a single block of territory, with 
a Ministry responsible to a popular Legislature. A special feature 
was the provision of the Raj Pramukh, who would be the con- 
stitutional head of the States, elected by the Council of Rulers. 
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‘An interim popular Ministry was set up in this region, also a 
Constitution for the new State within the framework of the 
Covenant and the Constitution of India. Junagadh alone is at 
present administered by the Central Government, but it is in- 
tended to integrate it into the United States of Saurashtra after 
ascertaining the wishes of the people. Saurashtra is a new Kathia- 
war State, for which the scheme for a Constitution was put into 
effect by the signature of a Covenant on 23 January 1948, and the 
State itself came into being on 15 February. It covers an area of 
31,885 square miles, with a population of some 34 million and a 
revenue of 8 crores’. 

The Covenant provides for a Council of Rulers, with a smaller 
Praesidium whose duty it is to elect the Raj Pramukh and to settle 
questions of succession. This official receives emoluments equal to 
those of the Governor of Bombay and holds office for five years. All 
executive authority is vested legally in his’ person as constitutional 
head of the Union, but he exercises no judicial functions. There is 
also a Cabinet, a Council of Ministers, which is the real Govern- 
ment. An important exception to its powers is, however, made in 
Article 7, which states that the military forces of the United State 
of Kathiawar, and the authority to raise and maintain the forces of 
that State, will be vested exclusively in the Raj Pramukh, ‘subject 
to any directions or instructions that may from time to time be 
given by the Government of India’. 

Finally, a Constituent Assembly is to frame a Constitution, 
within the framework of the Covenant and the Constitution of 
India, providing for a Government responsible to the Legislature. 
Until this comes into effect the Legislative authority vests in the 
Raj Pramukh. The Constituent Assembly is to consist of forty-five 
elected Members on the basis of one for each 100,000 of the popu- 
lation. The United State is to be divided into territorial con- 
stituencies, and the total number of seats distributed among them 
by assigning to each one or two as may be convenient. As far as 
possible the constituencies shall be so delimited as not to cut across 
the boundaries of any compact part of a Covenanting State. 

A special provision is made for joint action between the United 
State and the Province of Bombay. This is to the effect that the 
Government of Kathiawar shall, in consultation with that of 
Bombay, take all steps necessary to set up a Joint Advisory Council 
of Ministers of both Governments for investigating and discussing 
subjects of common concern and making recommendations, 
especially for the better consideration of policy and action with 
respect to any such subject. 

The administration of each State had to be made over to the Raj 
Pramukh by its Ruler not later than 15 April 1948. 
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The Kathiawar model was followed in the formation in March 
1948 of the Union of Matsya, i.e. Alwar, Bharatpur, Dholpur, and 
Karauli, and the United State of Vindhya Pradesh was established 
in April, made up of thirty-five Bandelkhand and Bagelkhand 
States. The Kathiawar model had, however, to be modified some- 
what to meet the case of Rewa, without whose accession the Union 
would not have been viable. The Ruler of Rewa was willing to join 
it if certain concessions were made to ensure for his State a place 
commensurate with its importance. It is therefore provided that 
while the other 18 Members of the Council of Rulers will have 
one vote each for the purposes of election of the President and 
Vice-President, the Ruler of Rewa will have fifteen. 

In April 1948 the United State of Rajasthan was also created. 
The original idea was to form nine small Rajput States into a 
separate Union, but the Ruler of Udaipur afterwards indicated his 
readiness to join provided that he and his State ensured their 
legitimate position in the Union. It was accordingly arranged that 
the Maharana would be Raj Pramukh during his lifetime. 

The Covenant of Rajasthan contains one Article of special 
importance. This is Article 8, which lays down that the Raj 
Pramukh shall, not later than 1 June 1948, execute on behalf of 
the United State an instrument of accession in accordance with 
Section 6 of the India Act of 1935 and in place of the Instruments 
of Accession of the several covenanting States. 

This was the first indication that the policy outlined by Lord 
Mountbatten was found to be insufficient for the Government of 
India’s needs. ‘The Article provides for two stages of accession: the 
first, an individual accession to the Indian Union and a transfer of 
authority over the three matters of Defence, Foreign Relations, and 
Communications to the Union; and second—a fresh development 

-an accession by the United State as a body, giving the Govern- 
ment of India power to intervene in matters other than those three. 

In May last twenty Malwa States, which included Gwalior and 
Indore, formed the largest United State, under the title of 
Madhya-Bharat, with a Covenant which contained a mandatory 
Article (No. 8) providing for a second stage of accession, as in the 
case of Rajasthan. By this the Raj Pramukh was required to exe- 
cute, not later than 15 June 1948, an Instrument of Accession in 
accordance with Section 6 of the India Act of 1935 and in place of 
the Instruments of Accession of the several covenanting States. 
Other interesting points in this Covenant were the provisions 
made to secure the special positions of Gwalior and Indore and a 
further extension of the functions of the Raj Pramukh. We have 
noticed in other Covenants the tendency of the Government of 
India to use the Raj Pramukh as its own representative, free from 
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all local control by the popular ministries, in relation to the local 
defence forces. In the Madhya-Bharat union, the Raj Pramukh is 
given a further direct responsibility to the Government of India— 
not to the union legislature— for looking after the Bhils of Central 
India. Plainly, the Government of India has realized that for 
certain purposes it must control the Raj Pramukhs directly, regard- 
less of the function of the popular ministries. 

The Union of eight States to form the Patiala and East Punjab 
States Union was completed in July; once again, special pro- 
vision was made for Patiala, a State with a population of some two 
million, which had itself been recognized as a viable unit. The other 
States comprised an area of 3,693 square miles, with a population 
of 1,367,628 and a revenue of about two crores. It was, however, 
realized that no Union of these States without Patiala could 
endure. Apart from their limited resources, the territories were 
separated by intervening portions of the East Punjab and the 
Patiala State and in certain cases these form islands separated from 
the main block of the States. ‘From the point of view of territorial 
integrity, administrative efficiency, and the tapping of agri- 
cultural and other resources of these States the formation of one 
Union inclusive of Patiala was clearly indicated. The Ruler of 
Patiala expressed willingness to join the Union provided the 
Patiala State and its Ruler were given a position in the Union com- 
mensurate with their relative importance.’! 

It seems clear from all this that the Government of India has 
always found it worth while to depart from strict logic in order 
to get the larger States freely and willingly into a Union while, at 
the same time, extending control over the new units. Article 7 of 
the Covenant for Patiala and the East Punjab States is in the same 
sense as the mandatory Articles noted above. 

The position, therefore, now is that the Government of India 
has secured Instruments of Accession and standstill agreements 
from every State except three—Hyderabad, Kashmir, and Juna- 
gadh—and has brought them under the Union for Defence, 
Foreign Relations, and Communications. Some of them have been 
merged into Provinces, others united into six large Unions, and 
others again have been left alone; though probably only for the 
moment. ‘Throughout the whole of States’ territory interim 
administrations with popular Ministers exercise effective power as 
a preliminary to the introduction of complete responsible govern- 
ment of the Cabinet type. 

Reference must now be made to a development which has largely 
passed unnoticed outside India but is full of significance as indi- 
cating the dynamic character of the policy of the Government. The 

? Vide Article 97 of the Covenant. 
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original plan of the Cabinet Mission and the statements of Lord 
Mountbatten and Sardar Patel included the promise that the 
States should only cede to the Indian Union powers over the three 
subjects mentioned above. In the last three Unions, however, a 
new plan became apparent: first, the Raj Pramukh is to conclude a 
new Instrument of Accession; and second, the contents of this 
Instrument are to make the Government of India’s legislative 
authority over Indian States broadly similar to its authority over 
the Provinces. 

These provisions have become mandatory in all the Unions. 
Dominion legislation now applies to all the contents, except 
taxation, of Lists 1 and 3 of the Seventh Schedule of the India 
Act of 1935; that is, the legislature of the Indian Union can 
exercise over the Indian States the whole of the federal legislative 
powers and of the concurrent legislative powers therein set out. 

In the Government White Paper issued last July a chapter 
headed ‘Retrospect and Prospect’ is well worthy of quotation here: 
“The policy of the Government of India towards Indian States 
has been governed by the objective which they, as the first popular 
Government of the country, set before themselves, namely, the 
integration of all elements in this country in a free, united, and 
democratic India. This objective could be attained only by a 
vigorous policy of integration and democratization of the States. 
That process has now nearly reached completion. In a remarkably 
short period it has revolutionized the inner and external set-up of 
the States. The process of the integration of the States into viable 
and sizeable units started with the elimination of the chain of small 
States that severed the Provinces of Orissa and Bihar from the 
Central Provinces; it solved the cross-jurisdictional puzzle of the 
vast assemblage of the States of Kathiawar, and how far it has 
simplified the problem of the States will be evident from the fact 
that as against 600 or so of the units known as States which 
existed about the middle of December 1947, within a period of a 
month or two the number of the States is likely to be even less 
than one twenty-fifth of the original figure. 

‘Even more significant than the geographical changes that this 
bloodless revolution has brought about has been the complete 
transformation of the inner set-up of the States. When the para- 
mountcy of the British Crown lapsed there were only a few States 
which had representative institutions; most of these were inchoate 
and illusory and had hardly gone beyond the Provincial Legis- 
latures under the Montagu-Chelmsford Reforms. During recent 
months, however, practically every State has announced its in- 
tention to grant full responsible government and in a vast majority 
of them power has already been transferred to the people. 
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“The consummation of the new set-up of the Indian States has 
involved protracted negotiations, perseverance, and hard labour. 
The results that have been achieved will leave an imprint on 
India’s history. But for the patriotic co-operation of the Princes 
the tremendous change that has come over India for the mutual 
benefit of the people and the Rulers could not have been possible. 
By their ready appreciation of the aspirations of the people they 
made integration of States in larger units, and transfer of power to 
the people, smooth and peaceful. They may well claim to be co- 
architects in building a free and democratic India in which the 
people of the Provinces and the people of the States will enjoy alike 
the full measure of freedom and march together as citizens of free 
India.’ 

It is clear from the last part of this passage that no radical differ- 
ence now exists between the States and the Provinces so far as the 
powers of the Union Government are’ concerned, with one excep- 
tion. Authority over taxation has been expressly exempted from 
the powers handed over to the Union Government. But it is 
questionable how long the exemption will last, in spite of the 
importance the States attach to it; a Commission has already been 
set up to examine the financial structure of the States, and to make 
appropriate recommendations. The personal allowances of the 
Rulers are also likely to come under review. The fiscal implications 
of uniformity between States and Provinces have not escaped the 
notice of the Union Government. Control over the Kathiawar 
ports was made one of the key points of the Kathiawar Union. 
Direct Union administration of Kutch may enable the Government 
of India to develop in Kutch a rival port to Karachi. 

In conclusion it may be of some interest to give—without com- 
ment—an extract from the press report on elections for the Saur- 
ashtra Constituent Assembly. It indicates a typical tendency for 
these elections to become a ‘free for all’. 

‘A Constituent Assembly is being formed for the new Saur- 
ashtra Union which was created by the merger of all Kathiawar 
States. Five Congress candidates, including one Ruler, the 
Maharaja of Palitana, have been returned unopposed. For the 
remaining thirty-two seats seventy-two candidates are contesting, 
and these include the covenanting rulers of Dhrol and Wadhwan, 
who are opposing Congress nominees. The Thakore Saheb of 
Dhrol is opposing the only woman candidate, wife of a promi- 
nent Congress leader; and the Thakore Saheb of Wadhwan is in 
opposition to the holder of the present interim Ministry’s Indus- 
tries portfolio. The Interim Home Minister is being opposed by a . 
scion of the ruling house of Limbdi. Seven seats in the Con- 
stituent Assembly have been kept vacant for Junagadh, and one 
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for a constituency made up of the small Manavdar and Mongrol 
States, which were involved in the initial accession of Junagadh to 
Pakistan.’ 

The result of the elections has been an overwhelming victory for 
the Congress candidates. 


L. F. R. W. 


CHILE’S ECONOMIC PROBLEMS 


HILE’S role in international affairs in the last two years has 
tended to divert attention from the internal situation in 
that country, where the mounting financial and economic diffi- 
culties have been the major preoccupation of the Gonzalez Videla 
Administration. Elected in September 1946, the new President was 
faced with the twin problems of a growing inflation and a rapidly 
dwindling reserve of foreign exchange. ‘To complicate his task, 
labour unrest, directly linked with the inflation and actively taken 
advantage of by the strong Communist element in the country, 
became acute in October 1947. Starting with strikes in the chief 
Chilean coalfield at Lota and spreading to the important copper 
and nitrate industries at Sewell, Vergara, and Maria Elena, this 
unrest seriously affected production in the vital mining industries. 
Nitrate ships were held up in the ports, and even coal had to be 
imported to maintain essential services. These events, together 
with extensive speculation, especially in flour and bread, the 
difficulty of the enforcement of price control laws, the continued 
emission of currency, and the prospect of a further large internal 
Budget deficit, all gave an added impetus to the worsening econ- 
omic situation. 

As a measure of the position some statistics will best crystallize 
the conditions prevailing during 1947. In the production field coal 
had fallen from a monthly average of 190,000 tons in 1944 to 
173,000 tons in 1947, copper similarly had decreased from its war- 
time high of 41,000 tons to 34,000 tons, although nitrate, imports 
of which many countries had been deprived of during the war, 
showed a welcome increase. Wholesale prices in 1947 increased 
28 per cent over those of the previous year, and the price of farm 
products no less than 37 per cent. This led to the largest annual 
increase in the cost of living yet experienced, the index soaring 
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from 283 to 378 in the twelve months,’ an inflationary pressure 
only exceeded in the whole continent by conditions prevalent in 
Bolivia. The effects of the wages and prices spiral can be seen in 
the rise in the daily earnings in the country’s manufacturing 
industries, from 56 pesos in 1946 to 76 pesos in 1947, compared 
with 16 pesos in 1939. Similarly, currency in circulation, which 
had been 862 million pesos in the pre-war year, increased in 
1946-47 from 3,170 million to 3,677 million, the largest annual 
jump recorded. A further reflection of the currency’s loss of value 
can be seen in the curb rate of exchange of U.S. dollars of 48 pesos 
in 1947, compared with 35 to the dollar in the previous year.? 

The situation in respect of reserves of foreign exchange also 
deteriorated. During the war the prosperity experienced in the 
vital industries of copper, nitrate, and iodine, as a result of the 
great expansion of exports of these raw materials to the United 
States and the rising prices received, augured well for the future. 
This export expansion was coupled with war-time shortages of 
imported goods from the belligerent nations, which prevented a 
correspondingly large increase in the import figures. Chile was 
thus enabled to build up at the war’s end a considerable amount of 
U.S. foreign exchange. The favourable situation, however, was 
only a very temporary one, for the enormous demand for all classes 
of manufactured goods, both consumer goods and industrial 
machinery, which had been in short supply during the war years 
soon exhausted this foreign exchange reserve. The inevitable 
shrinkage of the U.S. demand for copper during 1946 and 1947, 
the first post-war years, increased the disparity between exports 
and imports and exacerbated the situation. These statistics of 
foreign exchange reserves calculated in U.S. dollars, available at 
the end of each year, indicate succintly the position: 

Millions of U.S. Dollars 
1937 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 
1.9 3.0 2.8 2.9.8.6 20:08:27.3 26.8 37.7 4.4 0.9 

A study of recent trade figures also helps to explain this great 
drain on exchange reserves, for, compared with pre-war conditions, 
Chile’s 1947 imports increased over 300 per cent in cost (58 per 
cent in quantity), while exports, which were only slightly increased, 
realized 205 per cent of the pre-war figure. 

It is true that Chile always appears to have a favourable trade 
balance (although even this has decreased steadily since the war), 
but the position is more illusory than real. Owing to the large 
foreign investments in copper and nitrate plants, sales of these 
Chilean exports do not return in foreign exchange the full amount 


1 The index was 106 in 1939. 
* Official rate 31 pesos to U.S. dollar. 
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of the selling price. The proportion available to Chile varies con- 
siderably, dependent upon costs of production and world prices of 
these commodities, but it is safe to deduct between one quarter 
and one half of the export value of these two products from the 
apparent trade balance, thus considerably prejudicing the impres- 
sion created by a casual study of the Chilean trade returns. It is 
probable that pre-war and post-war conditions in reality are those 
of a considerable unfavourable balance of trade,! while the 
exceptional conditions of the war years were ones when trade was 
more or less in balance. 

Before considering the Government’s reactions to these prob- 
lems it is advisable to consider the fundamental causes for their 
existence. In the matter of inflation Chile has naturally reacted to a 
general world tendency, and the general shortage of consumer 
goods in the war years, which became more acute with the United 
States’ participation in the conflict, was a potent factor. Specula- 
tion in scarce commodities, accompanied by an ineffective system 
of price control, a considerable increase in the Civil Service out of 
proportion to the country’s population, and a succession of un- 
balanced Budgets, all heiped to push the inflationary spiral to 
greater extremes. 

The unfavourable trend of Chile’s external trade, accompanied 
by the foreign exchange famine, indicates that ‘balance-of-trade 
gaps’ are not an illness peculiar to highly industrialized and 
densely populated nations dependent on imports of raw materials, 
although the causes of the disease may spring from different 
sources. In the case of Chile, the increase of imports is accounted 
for under three headings: the purchase of goods unavailable in the 
war years, the inflated rise in the price of these goods (especially 
those of U.S. origin, which represent 44 per cent of Chile’s 
imports by value), and the demands of the increasing industrializa- 
tion programme of the Chilean Development Corporation.? While 
exports have increased slightly in quantity over pre-war figures 
and their value has doubled, production has been insufficient to 
meet the greatly increased import requirements. 

Realizing the vital part that increased production must play in 
preventing economic collapse, Gonzalez Videla took vigorous 
measures to deal with the situation, and it is here where the 
internal and international facets of the Chilean scene link up. Com- 
munist participation in the Cabinet was jettisoned; agitators in the 
main fields of mineral production were exiled to remote parts of 
the country; intendentes, governors, and leading officials of 
Government institutions who were active members of the Com- 


' Perhaps to the extent of 50 million U.S. dollars. 
* Corporacion de Fomento de la Produccion. 
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munist Party were removed from their posts, and Congress gave 
the Government special powers to assure public order and 
economic stability, including the power to operate the country’s 
principal productive industries in the event of any internal dis- 
turbance. As a complementary step to this internal action came the 
Government’s rupture of relations with the U.S.S.R. and two of 
its satellites. There is also little doubt that one of the features of the 
Antarctic ‘annexation’ was the part it played as a means of securing 
a popular demonstration of patriotic support, both to bolster the 
country’s morale and to lend support to the President’s anti- 
Communist measures within the country. 

The President’s swing to a more national approach rather than a 
partisan handling of Chile’s problems can be seen in the successive 
formation of Cabinets progressively of a more broad-based com- 
position. His first Cabinet in November 1946 had included three 
Communists, but by July of the following year he headed a 
Ministry of a non-political character, the most outstanding in- 
clusion in relation to the country’s economic situation being Jorge 
Alessandri as Finance Minister, a son of the former Chilean Presi- 
dent, and one who had hitherto kept out of politics and interested 
himself in the managerial side of industry. This Cabinet survived 
twelve months, and in July of this year the President was able to 
remodel its composition by the retention of six of the Ministers of 
the non-political group and the inclusion of members of the 
Rightist parties, the Liberals and Conservatives. Thus Chile for 
the first time since 1930 has a Coalition Government of Demo- 
crats, Radicals, Liberals, Conservatives, and non-party Members, 
in the hope of dealing with the economic crisis in a spirit of co- 
operation, Alessandri continuing as Finance Minister. 

The President has endeavoured to secure co-operation between 
Government, employers, and labour to halt or slow ‘down the 
inflation and secure a solution on democratic lines to the economic 
ills. His main efforts have been concentrated on schemes to 
increase production, to push forward industrial development, and 
to balance the national Budget. Steps have been taken to secure 
some control of wages and prices, to prevent speculation in vital 
foodstuffs, and to restrict credit devoted to speculative purposes 
only. The scarce and precious foreign exchange available was at 
first allocated in a fixed order of priority for four classes of imports, 
those of prime necessity, those essential to national industries, 
those useful but not essential, and those of luxury importance 
only. Later, the importation of many goods in the last two cate- 
gories was prohibited, and an exchange budget for 1948 was 
drawn up, this latter feature to exercise a permanent control for 
each year in advance. Plans were put into operation to effect 
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economies in Government expenditure, to review the cost of the 
Civil Service, to improve the efficiency of the income-tax system, 
to stop uncontrolled issues of the currency, and to deal with the 
national deficit of 1,104 million pesos carried forward from 
previous Budgets. Income tax, excess profits, and property taxes 
were increased, Customs duties were stepped up, and the Central 
Bank’s gold reserve was re-valued. Trade agreements were con- 
cluded with some European countries to stimulate trade, and most 
noteworthy in this respect was the Anglo-Chilean Payments 
Agreement of last June. This should help relieve the acute short- 
age of sterling in Chile, for Chile now enters the transferable 
account area and payments need no longer be made in dollars. It is 
hoped that this will facilitate expansion of the country’s trade with 
countries of the sterling area, from which many manufactured 
goods to help increase her own production are available. Mention 
should also be made of the treaty with Argentina and the hopes it 
holds out of economic and financial co-operation and the establish- 
ment of a Customs union between the two countries. 

To help relieve the exchange shortage the Government also suc- 
ceeded in February in obtaining the International Monetary 
Fund’s agreement to the establishment of a free market in foreign 
exchange in connection with approximately a quarter of Chilean 
exports, the products of small mines and agriculture other than the 
major products of nitrate, iodine, copper, and iron ores, which 
provide 75 per cent of the country’s foreign exchange. 

As a part of the long term policy to meet Chile’s economic 
dilemma it is also necessary to review the progress of one of the 
main instruments of every Chilean Government since 1939: the 
work of the Chilean Development Corporation. As its name 
implies, by the encouragement of internal development and the 
active impetus it gives to sound projects of industrialization, the 
aim is so to increase and diversify Chile’s productive capacity that 
the country will be less wholly dependent on the twin props of 
nitrate and copper exports and world fluctuations in the prices of 
and demands for these products, which have been the nightmare of 
Chilean. economists since the World Economic Depression of the 
early thirties. This objective of freeing Chile’s 54 million citizens 
from the whims of an unbalanced economy will also give them, it 
is hoped, much needed better living standards. The help the 
Corporation has received from the Export-Import Bank of the 
United States also makes it an outstandingly successful example of 
international co-operation. 


In the 1948 Budget provision is made for large investments by 


' During which the value of nitrate and copper exported fell from 2,004 
million pesos in 1929 to 181 million in 1932. 
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the Corporation.in_industrial enterprises, notably of electricity, 
petroleum, transport, and agricultural machinery. Its electrifica- 
tion programme, which has always been the keystone of its overall 
plan, has reached another stage with the partial completion of the 
Sauzal plant, using power from the Cachapoal river, which will 
supplement the present inadequate supply of the important 
central provinces of Santiago, Valparaiso, Aconcagua, and 
O’Higgins. The establishment of a steel industry, in view of the 
country’s abundance @f good quality iron ore and other necessary 
raw materials, is vitakin the industrialization plan. With the con- 
( | ategrated steel plant at Huachipato, near the 
fmajor step has-been taken towards satisfying 

stic demand for steel products, which have 

eat the mercy of fluctuating availability of 

plant is scheduled to produce 250,000 tons 

peucts annually, and a loan of 28 million U.S. 

fe sisx port- -Import Bank'has helped to finance the 

iether project of especial interest is the copper 

ef’Copiap6, which will serve the copper and 

egion of that desert-fringe province. Similar ont 


ustrial ppeedeniaend increases steadily, that of 
bled in the last decade, while cotton manu- 


Blopment is the C orporation’ s part in helping 
@e disequilibrium in the trade with Peru, which 
eee figures for 1947: 
dbaeaiisins from Peru: 172,869,000 pesos 
’ rts to Peru: “17,258,000 pesos 
jorias almost entirely due to Chile’s dependence on 
her northern neighbour for almost all her requirements of petro- 
leum and sugar. Efforts are being made therefore to experiment 
~~with the.eultivation of sugar beet in Central Chile, and to develop 
- irrigation in-the Azapa and Yuta valleys near the northern frontier, 
for Sugar-cane production. Much is also hoped for from the 
petroleumyexplorations in Tierra del Fuego. Borings have shown 
the existence of enough oil for 20 million barrels of petroleum, but 
here again-agreat investment of equipment for production, trans- 
port, storagé, and distribution of the petroleum will make heavy 
mands on'the limited exchange available, although loans might 
assist in this respect. 
There is no, doubt that a country with the agricultural possi- 


1 One estimate is 40 million U.S. dollars. 
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bilities of Chile and with a relatively small population should be 
independent of agricultural imports, even with an increasing 
standard of living. This in itself would conserve a vast amount of 
foreign exchange, as food imports in one form or another account 
for one sixth of the total value of the imports. To this end the 
Corporation has given much assistance to irrigation, mechaniza- 
tion, improvement of agricultural stock and methods, and the 
extension of credit, but its programme is handicapped by the 
magnitude of the task of modernizing an outdated agrarian system, 
a task that only a most radical treatment by a separate organization 


devoting all its energies over a great many years can undertake 
with good hopes of success. 


It is naturally early yet to evaluate the results of the stricter 
economic policy forced upon Chile by the crisis in which the 
nation finds itself. On the favourable side, production and exports 
this year have definitely exceeded the 1947 figures in almost all 
branches of Chilean mining and industrial produgtion. Especially 
is this increase noteworthy in exports of iron ore, which are the 
highest ever, while coal production has made a good recovery. 
Copper production in June (38,700 tons) registered the highest 
monthly output since the exceptional conditions of 1945, and 
iron ore produced in the first six months of this year shows a 40 
per cent increase over 1947 figures, exceeding the total 1946 pro- 
duction. This improvement is reflected in the balance of trade 
figures, the increase in exports having outstripped the rise in 
imports, so that the visible favourable balance has almost deubled 
compared with a similar period last year: 


1947 (6 months) 1948 (6 months) 
Exports 630.9 million pesos 740.9 million pesos 
Imports 554.5 = je 601.8 . ” 
Balance 76.4 a a 139.1 = - 


The 1947 financial year also closed with a surplus of 368 million 
pesos, which was used to reduce the deficits carried forward from 
previous years. 

There are, however, still very visible signs that the inflationary 
pressure has far from run its course, or indeed that the Govern- 
ment’s measures have been drastic and water-tight enough even to 
check its upward surge. The cost of living index has risen uninter- 
ruptedly at the same swift rate as in 1947, increasing from 403 to 
437 since the end of last year. Wholesale prices have increased a 
further 10 per cent over those of last December; the curb exchange 
rate has soared in the last six months from 48 pesos to the U.S. 
dollar to over 65, while currency in circulation still mounts 
steadily, even if not at an increasing pace. 
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The increasing demands of the country’s development main- 
tain the reserves of foreign exchange at a low ebb, smaller than 
those available to countries like Bolivia, Paraguay, and Ecuador 
with smaller economic bases. This latter phenomenon, however, is 
bound to be a prevalent feature of the Chilean economic situation 
for many years, until the country reaps the benefit of the effect of 
its present internal development and industrialization, and is freed 
from dependence on its mineral exports. It is a period of transition 
from an economy in which minerals dominate the well-being of all 
Chile to a framework where the twin supports of industrial ex- 
pansion and increased food production will give the Chileans the 
higher standard of living they undoubtedly need. All periods of 
transition are difficult ones, but its coincidence with the after- 
math of a world upheaval and all the economic stresses and strains 
so imposed will need wise statesmanship within the country, and a 
generous measure of international co-operation on the part of those 
nations economically linked with this Pacific democracy, if Chile is 
once more to overcome successfully the continuing crisis she faces. 
News in November of the suppression of what appears to have 
been a projected military coup sponsored by General Ibanez! 
would seem to indicate that others believe only severe and violent 
methods will meet the economic challenge. 

G. J. B. 


1 Dictator of Chile, 1927-31, during one of Chile’s few departures from 
democratic processes. 


ERRATUM 


We are asked by “T. R. C.’ the author of the contribution en- 
titled ‘Life in Berlin Today’ which appeared in our December 
issue, to make a statement regarding this article. On p. 504, line 27, 
the words occur ‘no one really has anywhere “‘forward’’ to go to 
except the Communists’. The author actually wrote ‘no one really 
has anywhere “forward” to go to except the Communists, and the 
vistas to which they direct our eyes are by no means unrelievedly 
attractive. They at least are not the right answer.’ The latter half 
of the sentence was unfortunately omitted through an error in 
reducing the length of the article. By this error, for which we 
apologize and take full responsibility, we made the author appear 
to be praising the Communists in Europe as a truly progressive 
force, whereas, in fact, he intended to do exactly the reverse and to 
state that, in his view, if they were progressing at all it was in the 
wrong direction. 
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